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" PART1

Ite‘m 1. Business.

Overview

~ ORBIMAGE Holdings Inc. (“ORBIMAGE Holdings”), together with its consolidated subsidiaries, is
a leading provider of global space-based imagery of the earth. We provide our customers high-resolution
and low-resolution imagery, imagery-derived products and image processing services. Concurrent with the
Space Imaging acquisition described below, we announced that the combined company- would do business’
under the brand name GeoEye.

'

We currently operate the IKONOS and OrbView-3 high-resolution satellites and OrbView-2 low-
resolution satellite. IKONOS, which was launched in September 1999 and acquired by ORBIMAGE
Holdings in January 2006, and OrbView:3, launched in June 2003, support a wide range of applications:
defense, military planning, and intelligence; general mapping and charting; and civil and commercial
applications such as agriculture, forestry, and environmental monitoring. IKONOS collects 0.82 meter
resolution panchromatic (black and white) imagery and 3.2 meter resolution multi-spectral
(color)‘iniagery.v‘OrbVieW—3 collects 1.0 meter resolution panchromatic imagery and 4.0 meter resolution
multi-spectral imagery. OrbView-2, launched in 1997, collects 1.0 kilometer resolution muiti-spectral
imagery and was the first commercial satellite to image the Earth’s entire surface daily in color. Its
coverage supports a wide array of projects focusing on global change, global warming, and non-scientific
applications for commercial fishing and environmental monitoring, as well as military operations. We are
currently constructing a new satellite, which we refer to as GeoEye-1. When ldunched in early 2007, ‘
GeoEye-1 will be the world’s highest-resolution commer01al remote-sensing satellite with a ground
resolution of slightly less than 0.5 meter.

We also operate image production and exploitation facilities. One such facility is located at our
headquarters in Dulles, Virginia, and produces and transmits up to 50,000 geospatial images per month.
We also own and operate a satellite image processing facility in- St. Louis, Missouri, that provides
advanced image processing products, software, engineering analysis and related services to the
U.S. Government and other commercial customers. The St. Louis facility was acquired in 1998 and is a
leader in advanced image processing and photogrammetry. Phofogrammetry refers to the process of
measuring objects from the imagery data collected from satellites or other imagery sources and is used
principally for object interpretation (i.c., establishing what the object is,. type, quality, quantity) and object
measurement (i.e., what are its coordinates, what is its form and size). These image production
capabilities combined with imagery from our satellites enable us to provide end-to-end imagery solutions.

On January 10, 2006, we acquired substantially all of the assets of Space Imaging LLC (“Space
Imaging”). Space Imaging was a leading supplier of visual information products and services derived from
space imagery with over a dozen international affiliates and ground stations around the world. Space
Imaging provided satellite imagery and imagery products to a wide variety of governmental and
commercial customers both in the U.S. and internationally. The acquired assets include the IKONOS
satellite, the world’s first one-meter commercial Earth imaging satellite, and facilities in Thornton,

~Colorado and Norman, Oklahoma. These new facilities increase our capacity to accomplish the production
work previously limited to our Dulles and St. Louis facilities.

Our headquarters is locatcd at 21700 Atlantic Blvd., Dulles, Virginia, 20166. Our telephone number 18
703-480-7500.
Available Information

We maintain an Internet website at www.geoeye.com. In addition to news and other information
about our company, we make available on or through the Investor Information section of our website our
annual report on Form 10-K, our quarterly reports on Form 10-Q, our current reports on Form 8-K and all
amendments to these reports as soon as reasonably practicable after we electronically file this material
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with, .or furnish it to, the Securities and Exchange Commission (“SEC”). At the Investor Information
section of our website, we have a Corporate Governance page that includes, among other things, copies of
our Code of Busifiess Conduct and.Ethics and the charters for each standing committee of the Board of .
Directors, including the Audit Committee, the Corporate Governance and Nominating Committee and the
Compensation Committee. Printed copies of all of the'above-referenced reports and documents may be
requested by contacting our Investor Relations Department either by mail at our corporate headquarters or
by telephdne at (703) 480-7500. All of the above- referenced reports and’ documents are available free of
charge.

In addition, the public may read and copy any materials we file with the SEC at the SEC’s Public
Reference Room at 100 F Street NE, Washington, DC 20549. The public may obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The SEC maintains an
Internet site at www.sec.gov that contains reports, proxy and information statements and other information
regarding issuers that filé electronically with the SEC.

Company History

We started in 1991 as an operating division of Orbital Sciences Corporation (“Orbital Sciences”) to
manage the development and operation of remote imaging satellites that would collect, process and-
distribute digital imagery of the earth’s landmass, oceans and atmosphere. We were incorporated under the
name of Orbital Imaging Corporation in 1992 in Delaware as a wholly owned subsidiary of Orbital
Sciences. Qur first satellite, Orb-View-1, was launched in 1995, to provide dedicated weather-related
imagery and metrological data to the National Aeronautics and Space Administration (“NASA”),.and
was retired from service in 2003. In 1996 and 1997, we.executed three significant contracts with Orbital
Sciences. These contracts involved, among other things, all assets and liabilities of Orbital Sciences’
operating division being sold to us at historical cost. Under these contracts, we purchased engrneermg,
constructlon and launch servrces for each of our satellites from Orbital Sciences.

The three 31gn1ﬁcant contracts which we had with Orb1ta1 Sc1ences at the begmmng of 2002 were:
(i) the ORBIMAGE System Procurement Agreement dated November .18, 1996, as amended; (ii) the
OrbView-2 License Agreement.dated May-8, 1997; and (iii) the Amended and Restated Administrative
Services Agreement dated May 8, 1997.. :

Under the system procurement agreement, we purchased (i) the OrbView-1 satellite, (i)} an exclusive
license entitling us to all of the economic rights and benefits of the OrbView-2 satellite, (iii) the
OrbView-3 satellite and launch service, (iv) the OrbView-4 satellite and launch service and (v) the
ground system assets used to command and control the satelhtes as well as receive and process imagery.
The system procurernent agreement ‘originally called for the OrbView-3 satellite to be constructed and
launched before OrbView-4; however, continuing schedule delays resulted in OrbView-4 being constructed
and delivered first. In September 2001 Orbital Sciences attempted to launch our Orb-View-4 satellite but
it failed to achieve orbit and was lost over the Indian Ocean In June 2003, Orbital Sciences successfully
launched OrbView-3. We own all of our satellites (or, in the case of OrbView-2, an exclusive license to all
rights in the satellite) and all material equipment at each of our ground stations, free of any liens or other
encumbrances.. » ’ :

On April 5, 2002 we filed for protection under Chaptér 11 of the USS. Bankruptcy Code in the
Eastern District of Virginia (the “Court”), and in that proceeding commenced actions against Orbital
Sciences for various clainis, lncludrng breach of our procurement agreement in connection with delays in
the construction and launch of our OrbView-3 satelhte We subsequently settled those claims pursuant to a
settlement agréement with Orbital Sciences. ‘

The system procurement agreement is now complete except for post-launch incentives we may owe to
Orbital Sciences in connection.with the ongoing performance of our OrbView-3 satellite. Annual post-
launch on-orbit payments to Orbital Sciences are payable in maximum amounts of up to $1.125 million on
each of the first five anniversaries of the acceptance by ORBIMAGE of the OrbView-3 system, for a total
possible maximum obligation of $6.375 million. The amount of each on-orbit incentive payment is

3



dependent on the operating performance of OrbView-3 at the time each payment is due. We paid the
initial on-orbit incentive payment. of $1.125 million during the second quarter of 2005. In addition, we paid
a $1.5 million on-orbit milestone. payment to Orbital ‘Sciences in the second quarter of 2005.

Because the OrbView-3 launch did not occur by April 30, 2003, the terms of the settlement
agreement required Orbital Sciences to pay us penalties relating to the delayed launch and delayed on-
orbit verification and checkout The penalties were terminated in October 2003 when it was mutually
agreed that Orbital Sciences had made all commercially reasonable efforts to achieve on-orbit verification.
Orbital Sciences paid us delay penalties of approx1mately $2.3 million during the year ended December 31,
2003. :

Under the OrbVlew 2 license agreement, Orbital 801ences has granted an exclusive worldwide license
to ORBIMAGE to use and sell OrbView-2 imagery. Pursuant to the terms of the OrbView-2 license
agreement, Orbital Sciences assigned to ORBIMAGE all amounts that were due to Orbital Sciences under
a contract Orbital Sciences had with NASA to deliver OrbView-2 imagery. At the time, this NASA
contract, since expired, was the primary contract for imagery from OrbView-2. We have sole responsibility
for operating and controlling the OrbView-2 satellite.

Under the administrative services agreement, we paid Orbital Sciences for office space and other
administrative services, as well as-certain direct and indirect operating services provided by Orbital
Sciences. The administrative services agreement was terminated on March 31, 2002. As part of the
settlement agreement, we executed a sublease agreement with Orbital Sciences which permitted us to
continue subleasing our current office space from Orbital Sciences through April 2005, at which time we
signed a new lease for our office space directly from the owner of our building.

‘ We filed an amended Plan of Reorganization with the Bankruptcy Court on September. 15, 2003
which received the requisite affirmative votes of our creditors, and the Court approved our Plan on
October 24, 2003. We emerged from bankruptcy on December 31, 2003 having changed our corporate
name to ORBIMAGE Inc. Other than the contractual obligations with Orbital Sciences under the
procurement agreement and sublease as outlined above, following our emergence from ‘bankruptcy, we no
longer have any continuing relationship with Orbital Sciences or any of its. affiliates. We refer to Orbital
Imaging Corporation and its operations prior to January 1, 2004 as the “Predecessor-Company.”

Formation of ORBIMAGE Holdings Inc.

ORBIMAGE Holdings Inc. was orgamzcd as'a Delaware corporation on April 4, 2005 to enable its
predecessor registrant and now its wholly-owned subsidiary, ORBIMAGE Inc., a Delaware corporation, to
implement a holding company organizational structure. Effective Juné 21, 2005, the Company reorganized
into a holding company stricture, effected by a merger conducted pursuant to Section 251(g) of the
General Corporation Law of the State of Delaware (the “Merger’), which provides for the formation of a
holding company structure without a vote of the stockholders of the corporation in the position of
ORBIMAGE Inc.

Prior to the Merger, ORBIMAGE Holdings was a direct, wholly-owned subsidiary of ORBIMAGE
Inc., and ORBIMAGE Merger Sub Inc., a Delaware corporation (the ‘Merger Sub”) was a direct,
wholly-owned subsidiary of ORBIMAGE Holdlngs Both ORBIMAGE Holdings and Merger Sub were
organized for the purpose of Jmplementmg the holding company structure. Pursuant to the Merger, Merger
Sub merged with and into ORBIMAGE Inc., with ORBIMAGE Inc. continuing as the surviving
corporation. Each issued and outstanding share of common stock of ORBIMAGE Inc. was converted into
one share of common stock of ORBIMAGE Holdings, each issued and outstanding share of common
stock of Merger Sub was converted into one share of ORBIMAGE Inc. common stock, and the separate
corporate existence of Merger Sub ceased, and all of the issued and outstanding shares of ORBIMAGE
Holdings owned by ORBIMAGE Inc. were automatically canceled and retired. As a.result of the Merger,
each stockholder of ORBIMAGE Inc. became a holder of the common stock of ORBIMAGE Holdings,
evidencing the same proportional interests, and ORBIMAGE Inc. became a direct, wholly owned
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subsidiary of ORBIMAGE Holdings. Accordingly, ORBIMAGE Holdrngs became the successor reglstrant
of ORBIMAGE Inc. for SEC reporting purposes.

In connection with the Merger, ORBIMAGE Holdings assumed ORBIMAGE Inc.’s obligations
under its stock incentive plans. In addition, ORBIMAGE Holdings assumed ORBIMAGE Inc.’s
obligations under the various warrants issued December 31, 2003, the Warrant Agreement dated
March 14, 2005 and the warrant certificates issued thereunder. Qutstanding options and warrants to
purchase ORBIMAGE Inc.’s common stock were automatically.-converted into options and warrants to
purchase an equal number of shares at the same exercise price of ORBIMAGE Holdings common stock.
ORBIMAGE Holdings also assumed ORBIMAGE Inc.’s registration obligations under (i) the
Registration Rights Agreement, dated as of December 31, 2003, by and between ORBIMAGE Inc. and
certain holders of ORBIMAGE Inc.’s outstanding securities, relating to securities issued to such holders
pursuant to the terms of ORBIMAGE Inc.’s Plan of Reorganization and emergence from Chapter 11
bankruptcy on December 31, 2003 and (ii) ‘the Registration Rights Agreement, dated as of November 16, .
2004, by and between ORBIMAGE Inc. and certain holders of ORBIMAGE Inc.’s common stock and -
warrants issued on March 25, 2005.

The conversion of shares of capital stock in the Merger occurred without an exchange of cert1ﬁcates
The provisions of the certificate of incorporation, including, without limitation, those relating to the :
authorized capital stock and the bylaws of ORBIMAGE Holdings, are identical to those of ORBIMAGE
Inc. prior to the Merger. The directors and executive officers of ORBIMAGE Holdings are the same
individuals who were directors and executive officers of ORBIMAGE Inc. immediately prior to the
Merger. The other habrhnes of ORBIMAGE Inc., including contingent liabilities, were not assumed by
ORBIMAGE Holdlngs in the transaction and therefore continu¢ to be obhgatlons of ORBIMAGE Inc.,
and the assets of ORBIMAGE Inc. were not transferred to ORBIMAGE Holdings and contlnue to be the
assets of ORBIMAGE Inc

The NextView P_rograrn

The U.S. Government, through the National Geospatial-Intelligence Agency (“NGA”), announced in
March 2003 that it intended to support the continued development of the commercial satellite imagery
industry through subsidies for the engineering, construction and launch of the next generation of imagery
satellites by two providers. This program is known as NextView. The first NextView award was made to a
competitor of the Company in September 2003.

NGA announced a request for proposals from potential second providers in April 2004. The NextView
Second Vendor program allows NGA to have two separate providers of next generation high-resolution
satellite imagery, rather than just one under the original award. On September 30, 2004, NGA announced
that the Company had been awarded a ¢ontract under this NextView Second Vendor program. As the k
winning. bidder .of thé NextView Second Vendor award, we, as prime contractor, are constructing a new
satellite, which we refer to as. GeoEye-1. We estimate the total project cost (including financing and
launch insurance costs) to bring the GeoEye-1 satellite into service will be approximately $502 million. .
Under the NextView contract that we have with NGA, NGA will support the project with a cost share
totaling approximately $237 million spread out over the course of the project and subject to various
milestones. The Company has received approximately $129.6 million of NextView milestone payments
from NGA since inception, which represents all of the payments that were currently available under the
milestone schedule. .

We anticipate the GeoEye-1 satellite wrll be launched and go 1nto service in early 2007. We intend to
purchase launch insurance and on-orbit insurance to cover the replacement cost of the satellite in the
event of a launch failure or if on-orbit anomalies prevent the satellite from being placed into service. The
costs of such insurance cannot be determined with specificity at this time, but we believe the premium will
cost approximately 20 percent of the coverage amount if the insurance market at the time such insurance
i$ purchased is similar to the current market. Once the GeoEye-1 satellite is placed into service, the
NextView award provides for NGA to purchase imagery from the satellite through September 30, 2008.
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NGA will have the first right to order images from the satellite, which we anticipate will utilize slightly :
more than half of the satellite’s imagery-taking capacity at any given time, with the remainder available
for commerc1a1 and state and foreign government sales by the Company

The NextV1ew contract also provides for NGA to order approxrmately $197 million of imagery
products on GeoEye-1 for the six quarters after GeoEye-1 goes into.service, a period that we expect will
end in September 2008. We anticipate that NGA will .account for approximately half of the satellite’s
imagery-taking capacity during this time, with the remaining capacity available to:generate commercial
sales, including sales to international ground station customers. Based on NGA’s public announcement of

“expected ongoing-support, we expect NGA to continue to purchase our imagery:products following
expiration of the NextView contract. .o o ‘ .

We believe that the GeoEye-1 satelhte when it is launched and placed into service, will be the most
modern, high-capacity, high-resolution commercial i imaging satellite in the world. GeoEye-1 is de51gned for
less.than 0.5 meter resolution panchromatic. (black and white) images, and less than 2.0 meter resolution
multi-spectral (color) images, with the capability to take images across 700,000 square kilometers of the
earth’s surface every day. '

Space Imaging Acquisition

On September 15; 2005, ORBIMAGE Holdings and ORBIMAGE Inc. (together, “ORBIMAGE”) .
entered into a definitive asset purchase agreement (the “Purchase Agreement™) to acquire the operating
assets of Space Imaging for approximately $58.5 million less amounts to be paid by Space Imaging on its
existing debt prior to closing as well as certain other adjustments. Pursuant to the terms of the Purchase
Agreement, ORBIMAGE entered into an Assignment of Rights and Obligations, dated as of January 10,
2006, with ORBIMAGE SI Opco Inc. (“SI'Opco™), a Delaware corporation and a wholly-owned 1nd1rect
subsidiary of ORBIMAGE Holdings Inc., whereby ORBIMAGE agreed to assign all of their rights and
certain obligations in, to and under the Purchase Agreement to SI Opco.

On January 10, 2006, SI Opco completed the acquisition of Space Imaging pursuant to the terms of
the Purchase Agreement. The $58.5 million cash purchase price was funded with a combination of (i) the
issuance of $50 million of indebtedness under the Credit Agreement (as described below); (ii) debt
repayment made by Space Imaging prior to the closing; and (iii) cash of Space Imaging LLC acqulred in,
the acquisition.

On January 10, 2006, ORBIMAGE Holdings, ST Opco and ORBIMAGE SI Holdeo Inc. (“SI
Holdco”), an indirect wholly owned subsidiary of ORBIMAGE Holdings, entered into a Credit Agreement
(the “Credit Agreement”) with the Lenders named therein, Credit Suisse, Cayman Islands Branch, as
Administrative Agent and The Bank of New York, as Collateral Agent. The Credit Agreement prov1des
for ST Opco to draw down senior secured term loans of $50 million in full on the closing date with a
rnatunty date of July 1, 2008, at which time the principal amount of the loans will be paid in full. The
interest rate per annum apphcable to loans is the Eurodollar Rate plus an apphcable rnargln At'no time
will the Eurodollar Rate be less than 3.00 percent or more than 5.00 percent

ST Opco will be requlred to prepay the loans with, subject to certain exceptlons and thresholds
100 percent of the net proceeds of certain asset sales or dispositions, certain indebtedness, certain equlty
sales or issuances, insurance recoveries and condemnation events. SI Opco will also be required to prepay
the loans with 100 percent excess cash flow of SI Holdco and its consolidated subsidiaries, calculated on a.
quarterly basis. Voluntary prepayments of the loans are permitted in whole or in part, in minimum
amounts and subject to certain other limitations and penalties as set forth in the Credit Agreement.’

Remote Imagery Industry

Remote i imaging is the process of observing, measuring and recordlng objects or events from a
distance using a variety of sensors mounted on satellites and aircraft. The market for remote imaging:
includes satellite development, construction and operations by both domestic and international commercial
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and government users who decide to build and operate their own satellite systems, as well as purchased -
imagery and related services currently addressable by existing imagery suppliers. Historically, in the United
States, the only “commercial” operators of remote imaging satellites were quasi-governmental programs
like the low-resolution Landsat satellite systems in operation since 1972. The opportunities for
commercialization of space-based imagery expanded in 1994 when the U.S. Government implemented a
policy permitting the worldwide, commercial sale of high-resolution satellite imagery by U.S. companies.

Formerly, all satellite imagery systems were either military surveillance platforms or were sponsored
by large national and international civil space agencies, which used satellites to monitor meteorological
conditions and environmental changes on the Earth’s surface. Currently, there are a limited number of
commercial prov1dcrs of satellite imaging services, which collectively address only a portion of the market
opportunities in the remote imaging industry. Historically, the majority of commercial imagery came from
local or regional aerial photography firms. Although aerial imaging companies are able to achieve high
spatial resolution and customize their products according to local needs, their limited coverage range and
restricted ability to fly over certain areas of the globe limit use of their products. '

The major purchaser of cornmercial satellite imagery in the United States is NGA: Under NGA'’s
ClearView and NextVlew programs, it acquires imagery and i imagery derived products on behalf of its
clients in the U.S. defense, intelligence and law enforcement agencies. Other agencies of the
U.S. Government that purchase satellite imagery include the Department of Agriculture, the Department
of Commerce, the Department of Interior, the Department of State, the Department of Transportation, the
Department of Treasury and many independent agencies that include the EPA, FEMA and NASA among
others. The White House implemented a Commercial Remote Sensing Space Policy establishing the
U.S. Geological Survey (“USGS?”) as the lead civil agency to implement a civilian version of NGA'’s
ClearView program for the procurement of commercial imagery for all civilian Federal (1 €. non- m111tary)
agencies.

Similarly, countries around the world that are unable or unwilling to establish their own space
programs must rely on limited aerial imagery collection for border surveillance and related national defense
programs. IKONOS and OrbView-3, however, are able to image areas that are not accessibie by airplanes
because of restrictions on air space or because the areas are too remote. In addition, up-to-date maps are
crucial for serving the high-technology segments of the national security market, such as digital terrain
modeling for aircraft and ml‘,sﬂe guidance. Internatlonal customers represent a substantial portion of our
revenue. :

In the aftermath of the terrorist attacks on the US. on- September 11, 2001 and the conflict in
Afghanistan, Iraq, the Middle East, and the “war on terror” have significantly contributed to the increase
in demand by the U.S. Government for satellite i imagery to address national security and intelligence
gathcrmg concerns. This shift in demand towards commercial satellite imagery providers was formalized in
the Bush Administration’s “U.S. Commercial Remote Sensing Policy” dated April 25, 2003. This policy
requires U.S. Government agencies to “rely to the maximum practical extent on commercial remote
sensing space capabilities for filling imagery and. geospatial needs.”.

Additionally, a commercial imagery customer, like a telecommunications company that wants to map-:
a large, fairly remote area to determine where to place cellular towers, could hire an aerial photographer ‘to
fly an airplane over the area to take pictures, develop the film and deliver the final map to the customeér.
This can be time, consuming and expensive. In contrast, our high-resolution satellites are capable of
obtaining tens of thousands of square kilometers of 0.82 meter resolution imagery in the case of IKONOS
and 1.0 meter resolution imagery in the case of OrbView-3 in a smgle 10-minute pass (though
operatlonally image windows are set for shorter periods and the imaging mode that maximizes the size of
the imaged area is not used unless that is the appropriate mode for a customer’s needs). Additionally, both
TKONOS and OrbView-3 can quickly downlink its imagery to a customer or we can further process the
imagery in response to specialized customer requests. »

We believe real-time global satellite imagery allows commercial customers to map areas of the world
efficiently and cost-effectively where either no maps exist or where existing maps are obsolete. This
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imagery also permits users to monitor agricultural, forestry and fishing areas frequently to provide timely
information to enhance.business and government effcctrveness

Products and’ Servrces

Currently, we employ an 1ntegrated system of imaging satelhtes ground stations and global sales
channels to collect, process and distribute satellite imagery and derived products from our OrbView-2,
IKONOS and OrbView-3 safellites throughout the world. With our satellite systems and our large -scale
product generation capabilities, GeoEye serves:the worldwide market needs for advanced imagery
information products to view, map, measure, and monitor the earth for applications including’
environmental monitoring, ¢onstruction planning, precision mapping and intelligence gathering. A clear
high-resolution image of the earth can help national security agencies monitor borders, gather intelligence
on potential conflicts, plan air, ground and naval missions, deploy resources, and assess battle damage. It
can also aid with a wide range of commercial applications such as environmental impact assessments,
utility infrastructure planning, wireless telecommunications design, oil and gas exploration, forestry
management, insurance and risk management and natural disaster assessment.

The U.S. Government is our largest single customer. We currently have contracts to provide NGA
imagery, imagery derived products and image production seryices under the Government’s ClearView
program. In 2006, the contracts provide for NGA to pay us a minimum of $36 million for IKONOS-
related imagery products and $13 million for OrbView-3 related imagery products

We provide imagery production services to NGA under the ClearView contract and the Global
Geospatial Intelligence (GGI) program. We received additional task orders under the ClearView contract
to provide $6.4 million of production services to NGA which were performed during the first two years of
the contract. Although funding for these programs has been allocated by the U.S. Government, the
Government may cancel the programs at any time, subject to limited termination liability.

Our various contracts with the U.S. Government i in the aggregate were responsrble for approxrmately
61% of our revenues for the year ended December 31, 2005

After the U.S. Government, our major chents are forelgn customers located throughout the world.
Three of these customers have contracts specific to OrbView-3 and ten customers have contracts specific
to IKONOS. The material terms of each of these agreements are similar. In each case, our international
clients pay us a guaranteed annual minimum for a defined amount of direct access time to IKONOS or
OrbView-3 while it is over their antenna “footprint”. Under the OrbView-3 agreements, the customer |
provides us with their requested collection, and we ‘then uplink commands to OrbView-3 to task such
imagery and transmit it to the customer by direct downlink to the customer’s ground station. Due to the
technological .capabilities of the IKONOS satellite, under the IKONOS agreements customers are able to
perform their own collection plannmg and uphnkmg without the need to transmit commands through us.
The contracts are generally for multi-year penods, and the customers have options to renew. In the event
IKONOS or OrbView-3 become incapable of providing the required imagery, the contracts can be
terminated, without further liability of either party beyond that for imagery already provided to the date of
termination. The U.S. Government places certain restrictions on the sale and dissemination of satellite
imagery which is discussed below under “Regulation — United States Regulation.”

We see aerial i imagery data as complementary to our satellite data and plan to expand our product
line by distributing aerial data as well as other types of imagery data, including radar and hyperspectral
imagery data. However, we currently have no distribution arrangements in place for such products, and
agreements will need to be reached with thrrd party providers of such i 1magery data prior to any expansion
of our product lmes




Satellite and Ground System Operations

. Our basic system architecture consists of the following major components:

« Three advanced-technology low-Earth orbit, imaging‘ satellites carryihg sophisticated sensors that

collect specific types of land and ocean data;

« a central U.S.-based ground system that controls the satellites and that receives, processes and
archives their imagery, and includes electronic cataloging and distribution capabilities; and

» international regional distributor satellite receiving and distribution centers with direct downlinking

capabilities.

The following table summarizes the primary-characteristics of our satellites:

Principal Applications

Best Ground Resolution
Scene-Width
Image Area (or Swath)

On-Board Storage
Revisit Time
Orbital Altitude
Design Life

IKONOS

OrbView-3

OrbView-2

National Security,
Mapping, Oil and Gas,
Agriculture, Land Use,
Land Planning

0.82 m Panchromatic,
3.2 m Maultispectral -

11 km
121 km(2)
80 Gigabytes

3 Days
680 km

7 years, increased to

8.3 years

National Security,
Mapping, Oil and Gas,
Agriculture, Land Use,
Land Planning

1 m Panchromatic, 4 m

Multispectral
8 km Panchromatic and
Multispectral

64 km(2) Panchromatic
and Multispectral

' 32 Gigabytes
-3 Days

470 km
5 Years -

Weather, Fishing,
Agricultural, Scientific
Research

1 km to 4 km
Multispectral

2,800 km

N.A.

128 Megabytes
1 Day

705 km

7.5 Years

We are also constructing a next-generation high-resolition imagery satellite, which we have
designated GeoEye-1. We anticipate the GeoEye-1 satellite will be launched and go into service in early
2007.

IKONOS

IKONOS was launched in September 1999. IKONOS provides .82-meter resolution panchromatic
(i-e., black and white) and 3.2-meter resolution multispectral (i.e., color) imagery on a global basis to a
variety of government and commercial customers worldwide. IKONOS has a design life of 7 years and
sufficient fuel to operate for up to two additional years. Although we currently calculate that IKONOS
should continue to operate past its design life, currently calculated as 8.3 years, we can offer no assurances
that it will maintain its orbit or remain commercially operational for its design life or thereafter.

OrbView-3

" OrbView-3 has been designed to provide one-meter resolution black and white imagery and four-
meter resolution color imagery of the Earth’s surface. OrbView-3 was launched on June 26, 2003.
OrbView-3 provides 1.0-meter resolution panchromatic (i.e., black and white) and 4.0-meter resolution
multispectral (i.e., color) imagery on a global basis to a variety of government and commercial customers
worldwide. OrbView-3 has a design life of S years and sufficient fuel to operate for up to two additional
years. Although it is possible that OrbView-3 will continue to operate past its design life, we can offer no
assurances that it will maintain its orbit or remain commercially operational for its design life or thereafter.
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GeoEye-1

GeoEye-1 has been designed to provide 0.4 meter resolution -black and white imagery and onée-meter
resolution color imagery of the Earth’s surface. GeoEye-1 is intended to have a design life of 7 years and
sufficient fuel to operate for up to two additional years. Although it is possible that GeoEye-1 will
continue to operate past its design life, we can offer no assurances-that it will maintain its orbit or remain
commercially operational for its design life or thereafter.

OrbView-2

The OrbView-2 satellite was launched in August 1997. OrbView-2 collects digital imagery of the
Earth’s surface (land and oceans). We believe that OrbView-2 is one of the few satellites of its kind
providing daily color images of the entire Earth’s surface. OrbView-2 dewnlinks imagery to both our,
primary and backup ground stations and to various regional receiving stations around the world. We
provide OrbView-2 value-added products on a global basis to approximately 300 customers in the
commerdial fishing industry under our SeaStar Fisheries Information Service™. We also provide
OrbView-2 imagery to researchers and U.S. ‘Government agen‘ci@S for scientific and environmental
applications. There can be no assurance that U.S. Government agencies will renew their contracts beyond
their current terms. Despite OrbView-2’s seven and a half year design life, wé currently expect to continue
commercial operatlons with OrbView-2 for up! ‘to ten years. However, notwithstanding the ongoing
successful operation of OrbView-2, we can &ffer no assurance that OrbVlcw-Z will maintain its prcscnbcd
orbit or remain commercially operational past its design life. te

Ground Operations Centers and Image Proée‘s,sing Facilities

OrbView-2 and OrbView-3 are controlled from our main dperations center located in Dulles, Virginia.
IKONOS is controlled from our operations center located in Thornton, Colorado. Each of our operations
centers monitors the satellites controlled from that location while they are in orbit and commands them as
required for imagery collection and to ensure that they maintain their proper orbits and appropriate . .-,
communication links and that electrical power and other operating variables stay within acceptable limits.
We communicate with the OrbView satellites through three main antennas located in Dulles, Virginia,
Fairmont, West: Virginia and Point Barrow, Alaska. We .communicate with IKONOS through four main
antennas located in Thornton, Colorado, Norman, Oklahoma, Fairbanks, Alaska and Kiruna, Sweden. .~

In addition, the Dulles operations center performs the tasking operations for our OrbView-3 satellite.
The tasking process is complicated and employs two software systems to evaluate whether a customer’s
tasking request is feasible — the satellite must be able to view the desired area on a certain day at the-
time it passes overhead; adverse weather conditions, such as.clouds or sun angle, may make it inadvisable
to attempt to 1mage a certain area on a certain day. The order must be received in time for processing and
transmission to the satellite. In addition, the tasking systems consider the relatlve priority of different
requests by one customer or several customers. ‘ :

The Dulles fac1hty has an image receiving and processmg center for the OrbView satellites anid the o
Thornton facility has an image receiving and processing ‘center for IKONOS. The image processing
centers receive OrbView or IKONOS imagery downlinked to multiple ground antennas and are equipped
with numerous work stations that process and convert the digital imagery into useful imagery products.”
The centers are designed to archive the maximum number of high-resolution satelhtc images per day and
have the capability to generate a Vanety of geospatlal products for resale. ' -

Sy

Our St. Louis image processing facility provides advanced image processing products, software;
engineering analysis and related services to the U.S. Government and other commercial -customers. The
St. Louis facility can produce imagery from multiple sources including the U.S. Government’s satellites;
our IKONOS and OrbView-3 satellites, the satellites operated by-our U.S. competltor and rnany of the
current international satellites. T
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For the NextView program, we will lease two new ground stations, one in Norway and the other in
Antarctica. Negotratlons regarding the establishment of those ground stations are ﬁnahzed and we will
begin utilizing them once Gc oEye-1 is launched

Backlog

Total negotiated backlog excluding the NGA’s expected remaining contribution relating to GeoEye-1
construction costs was $219.4 million at December 31, 2005. This amount includes both funded backlog
(unfilled firm orders for our products and services for which funding has been both authorized and
appropriated by the customer) and unfunded backlog (firm orders for which funding has not yet been
appropriated). Negotiated backlog does not include potential orders to be issued under indefinite-
delivery/indefinite-quantity (“IDIQ”) type contracts. Total funded backleg was $22.3 million at -
December 31, 2005. In addition, the NGA’s share of GeoEye-1 construction ‘costs of up to $237.4 million.
will be recognized as revenue on a straight-line basis over the i 1rnagery dehvery term of the program after
GeoEye-1 has been placed into service. ‘ . :

Competition

We compete against various private companies as well as against systems owned by the
us. Govemment and various forelgn govemments ‘

There are two primary commercial competitors in the U.S. market for satellite remote sensing. They -
are DigitalGlobe, Inc. (“DigitalGlobe™) and our company. DigitalGlobe operates the QuickBird satellite,
which was launched in 2001. DigitalGlobe is believed to offer the highest level of resolution for its imagery
products. Prior to our acquisition of Space Imaging, both DigitalGlobe and Space Imaging generated
larger annual revenues than ORBIMAGE. We believe that, with the acqu1s1t10n of Space Irnagmg, our '
2006 annual revenues will exceed those of’ DlgrtalGlobe

The companies compete on the basrs of resolutlon, accuracy, the ab111ty to downhnk dlrectly to
overseas customers in real time, collection speed and the ability to produce value added products from the
imagery received from the satellites. The IKONOS and QuickBird satellites can simultancously collect
both panchromatic (or black and white) and multispectral (or color) imagéry of any area. OrbView-3 can
only collect an area in either the panchromatic or multispectral mode. Despite the single-mode collection
. capabilities of OrbView-3, we are nonetheless able to compete for customers using: OrbView-3 as well as
IKONOS because OrbView-3 has the-ability to downlink imagery data directly to international ground
station customers, while DigitalGlobe must downlink imagery in the U.S. before sending it overseas. This
real-time downlink capability, combined with what we believe are lower satellite access fees and ground
station equipment costs, negatively impact DigitalGlobe’s ability to compete in this market segment.

We also compete indirectly against certain systems operated by the U.S. Government. The
U.S. Government currently supports the use of commercial imagery for mapping and certain other
purposes There can be no guarantee that the U.S. Government will contlnue that policy.

We also compete both directly and indirectly against certain systems operated by certain' foreign’
governments and foreign corporations.- We'believe that those systems do not currently offer as high a level
of resolution or accuracy as the commercial U.S.: compames offer. There can be no assurance that future
systems will not ‘be equal to or better than our current system. ' g

Seasonality

Our business is not materially affécted by seasonality. Although-the ahgle of the sun and the presence
or absence of cloud. cover at different times of the year affects our satellites’ ability to capture useful
images, most of our clients pay ‘us on an annual ba51s S0 seasonal weather changes do not affect our annual
revenue. X ! ) ‘ C .
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Employees

. As of March 23, 2006, we employ 295 people. Of those, 108 work at the Dulles facility, 57 work at
the St. Louis facility, and 130 work at our newly acquired Thornton facility. Approximately 60 percent of
our employees have U.S. Government security clearances to work on data that is classified by the
U.S. Government. We have twelve employees who hold PhD’s or other terminal degrees in their fields.

None of our employees are parties to'a collective bargammg agreement We believe that our relations
with our employees are good.

Regulation

The satellite remote imaging 1ndustry is a highly regulated industry, both domestically and
1ntemat10nally In the U.S., remote imaging satellites generaily require licenses from the Department of
Commerce (“DoC”) and from the Federal Communications Commission (“FCC”). In addition, to
operate internationally, remote imaging satellites may require International Telecommunications Union
(“ITU”) coordination and registration and licenses from the governments of foreign countries in which
imagery will be directly downlinked. '

United States Regulation

General. The collection and transmission of satellite imagery, as well as satellite tracking, telemetry
and control, are subject to various forms of regulation under different U.S. laws and regulations. Because
we maintain control of the satellite at all times, there are no issues with satellite telemetry or control.
Likewise, the actual transmission of imagery data has been determined to not be covered by the general
export rules. However, as with any U.S. business, we-are subject to restrictions from doing business with -
certain prohibited countries, entities or persons (such as embargoed countries or persons on the designated
persons list (such as terrorist organizations). Additionally, under the current rules of the DoC and the
terms of our DoC licenses (dlscussed below), we are restricted from provxdmg certain imagery to
non-U.S. govemment sources. -

DoC regulation The DoC, through the National Oceanic and Atmospheric Administration
(“NOAA”), is responsible for granting commercial imaging satellite operating licenses, coordinating
satellite imaging applications among several governmental agencies to ensure that any license addresses all
U.S. national security concerns, and complying with all international. obligations of the United States.
Under our DoC licenses, the U.S. Government reserves the right to interrupt service during periods of
national emergency when U.S. national security interests are affected. The threat of these interruptions of
service could adversely affect:our ability to market our products to some foreign. distributors or end-users.
In addition, the DoC has the right to review and approve the terms of agreements with international
customers and distributors for high-resolution optical imagery and the DoC licenses may not be transferred
or assigned without NOAA s prior ‘written consent. :

We currently have a DoC hcense for ‘the IKONOS, OrbView-2 and Ol‘bVICW 3 satellites. We are in
process of adding the GeoEye-1 high- -resolution satellite. The DoC licenses for IKONOS, OrbView-2 and
OrbView-3 are valid through the -operational lifetime of each high-resolution satellite. Once it becomes
operational, the DoC license for.GeoEye-1 will also be valid through its operational lifetime. We expect to
satisfy the terms of the DoC licenses for IKONOS, OrbView-2 and OrbView-3 and maintain the
regulatory licenses and approvals necessary for their ongoing operations, and will be required to obtain a
DoC operating license for any new commercial imaging satellite systems developed by the company. Our
licenses do not allow us to disseminate imagery of the state of Israel that have better resolution than those.
generally avdilable in the market (not including U.S. providers subject to the same restriction). Currently,
this prevents us from providing imagery of Israel that has resolution of less than 1.8 meters. Current
restrictions placed on satellite imagery providers also prevent dissemination to anyone other than the
U.S. Government of panchromatic imagery with a resolution of less than 0.5 meters or multispectral
imagery of less than 2.0 meters. Imagery with resolutions between 0.5 meters and less than 0.82 meters
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panchromatic and between 2.0 meters and less than 3.2 meters multispectral may not be disseminated for
24 hours after collectlon to anyone other than the U.S. Government.

Under the DoC licenses for our satellites, during periods when natlonal security or 1nternat10nal
obligations and/or foreign policies may be compromised, as defined by the U.S. Secretary of Defense or
the U.S. Secretary of State, the Secretary of Commerce may, after consultation with the appropriate
agency (ies), require us to limit data collection and/or distribution by the system to the extent necessitated
by the situation. During those periods when, and for those geographic areas, that the Secretary of
Commerce requires us to limit distribution, we would be required, on request, to make the unenhanced
data thus limited from the systems available exclusively, by means of government furnished rekeyable
encryption on the downlink, to the U.S. Government. This form of control of the system at the direction of
the U.S. Government is referred to as “shutter control” of the system. The costs and terms associated with
meeting this condition would be negotiated directly between us and the Department of Defense (for the
U.S. Government). Although a situation has never arisen which has resulted in the U.S. Government
exercising its “shutter control”’, we cannot anticipate whether or under what circumstances this condition
would be exercised, nor can we reasonably determine what costs and terms would be negotiated between
us and the U.S. Government

FCC regulatzon The FCC is responsible for licensing commercial satelhte systems and the radlo
frequencies used by commercial satellite systems. In general, the FCC grants licenses to commercial
satellite systems that conform to the techmcal legal and’ ﬁnanc1al requlrements for these systems set forth
in FCC regulatlons :

The FCC rcgulates the operatlon of OI‘bVlCW 2 We have an expenmental 11cense issued by the FCC
to operate OrbView-2 and the Fairmont, West Virginia ground station using commercial frequencLeS in
support of existing government contracts with NOAA and NGA. The FCC experimental authorization
expires October 1, 2007, and is renewable subject to FCC approval. We expect to obtain the
U.S. Government agency sponsors. and regulatory approvals necessary to continue OrbView-2 operations in
support of our government contracts; however, if such sponsorships or approvals are not granted, it would
have a material adverse effect on its results of operations.

In February 1999, the FCC granted our application for a ten-year license to launch and operate the
OrbView-3 satellite and to obtain a frequency allocation in the FCC’s Earth Exploration-Satellite Service
(“EESS”)-to transmit wideband imagery directly to Earth for commercial use and to perform telemetry,
tracking and command of the satellites. Now that OrbView-3 has been launched successfully, the ten-year
license term commenced upon the date we certified to the FCC that OrbView-3 has successfully been
placed into orbit and operations conform to the terms of its FCC license. In April 1999, the FCC also
granted licenses to us to operate ground stations for the OrbView-3 satellite in Dulles, Virginia and Point
Barrow, Alaska. These ground station licenses have a 10-year term expiring April, 2009, and are renewable
for additional terms upon FCC approval. We will be required to obtain FCC licenses for any new
commercial imaging satellite systems developed by the company. Currently, two of our satellite-based
competitors, DigitalGlobe and Space Imaging, hold licenses to use the same frequency band that we
intend to use for its imagery transmissions by the OrbView-3 satellite and any new commercial imaging
satellite systems developed by the company. The band is allocated by the FCC for use by other EESS
licensees, as well as terrestrial fixed and mobile services. We expect to satisfy the terms of our FCC
licenses and obtain the regulatory licenses and approvals necessary for OrbView-3 operations and any new
commercial imaging satellite systems satellite we develop, including GeoEye-1; however, the termination of
such licenses or failure to obtain such licenses or approvals would have a material adverse effect on our
results of operations. : '

U.S. regulators may subject us in the future to new laws, policies or regulations, or changes in the
interpretation or application of existing laws, policies and regulations, that modify the present regulatory
environment in the U.S. U.S. regulators could decide to impose limitations on U.S. companies that are
currently applicable only to other countries, or other regulatory limitations that affect satellite remote
imaging operations. Any liraitations of this kind could adversely affect our business or results of operations.
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International Regulation b : e S

All satellite systems operating internationaHy' must comply"with g‘eneral internationaf‘r‘e'gulationms. and
the specific laws of the countries in which satellite -imagery‘is downlinked. Applicable regulations include:

« International Telecommumcatlon Union (ITU) regulatlons which define for each service the ~
technical operating parameters mcludrng maximum transmitter power, maximum interference to
other services and users, and the mrmmum 1nterference the user must operate under for that
serv1ce ‘

s the Intelsat and Inmarsat agreements whrch require that operators of international satellite systems
demonstrate that they will not cause technical harm. to Intelsat and Inmarsat; and

. regulations of forergn countries that require satellite operators to secure appropnate licenses and
operatronal authority to use the requrred spectrum in each country

The.ECC is undertaking the ITU coordrnatlon and registration proeess on behalf of OrbView-3 and
likely will undertake the ITU coordination and registration process for any new commercial imaging
satellite systems developed by the company and licensed by the FCC. Failure by the FCC to obtain the
necessary coordination or registration in a trmely manner could have a material adverse effect on our
results of operatrons as the case may‘be

The, U. S. Government on our behalf is requrred to coordrnate the frequenc1es used by the IKONOS _
OrbView-2, OrbView-3 and GeoEye-1 satellites, which do or will operate internationally. ITU frequency
coordination is a necessary prereqursrte to ITU registration, which provides interference protection from
other international satellite systems."In addition, this coordination is a'necessary prerequisite for obtaining
approvals and licenses from some foreign countries. The ITU coordination process has been completed for
OrbView-2.'1ii 1998, the FCC-advanced published the OrbView-3 satellite system’s technical parameters
with the ITU. There ar¢ no ITU coordination requirements for-nori-geostationary satellite systems such as
the OrbView-3 and GeoEye-1 system. In April 2003, the FCC submitted a-bringing-into-use notification -
to the ITU informing it that all' OrbView-3 satellite 'system frequency assignments-had been brought into
use within the time frame required under the ITU regulations for registration in the TTU’s Master
International Frequency Register. We believe that the ITU registration process will not, prevent us from
obtarnrng necessary forergn licenses in a trmely manner S

~In addition to complying with TTU regulations and coordlnatron processes, we must also demonstrate
that our satellites will not cause technical harm to Intelsat and Inmarsat communications $satellites, under
the Intelsat and Inmarsat agreements signed under international treaty. We have completed: this process
for OrbView-2 and believe that because of the frequencies they use or intend to use, the OrbView-3 and
GeoEye 1 satellites will not cause any technical harm to-the Intelsat or Inmarsat ‘systems.

Within foreign countnes we expect that our regronal d1str1butors or customers will secure approprlate
licenses and operational authority to use the requrred spectrum in each country 1nto which we will
downlink high-resolution OrbView satellite i imagery. For.the most part, we anticipate that dlstnbutors or
customers will, perform these activities, with assrstance from us when required.

Whrle we-believe we will be able to obtain all U.S., ITU and international” hcenses authonzatrons and
registrations necessary to operate effectively, we cannot assure you that we will' be successful in doing so.
The failure to obtain some or all necessary hcenses approvals or regrstratrons could adversely affect our
busrness . - i . : : :

Special Note Regarding Forward-Looking Statements

All statements other than those of historical facts included in this. Form 10-K, including those related
to our financial outlook, liquidity, goals, business strategy;.projected plans and objectives of management
for future operating results, are forward-looking statemeénts within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E .of the Securities- Exchange Act of 1934. These forward-looking.
statements are subject to numerous.assumptions, risks and uncertainties, including the risks set forth
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below, and -are based on our current expectations and projections about future events. Our actual results,
performance or achievements could be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements. Although we believe the
expectations reflected in these forward-looking statements are based on reasonable assumptions, there is a
risk that these expectations will not be attained and that any deviations will be material. We disclaim any
obligation or undertaking to disseminate any updates or revisions to any forward-looking statement
contained in this Form 10-K to reflect any changes i in our expectations or any change in events, conditions
or circumstances on which any statement is based.

Item 1A. Risk Factors.
Market Acceptance — We cannot assure you that the market will accept our products and services.

Our success depends on existing markets accepting our imagery products and services and our ability
to develop new markets. Our business plan is based on the assumption that. we will generate significant
future revenues from sales of high-resolution imagery produced by IKONOS, OrbView-3 and eventually
GeoEye-1, to existing markets and new markets. The commercial availability of high-resolution satellite
imagery is still a fairly recent phenomenon. Consequently, it is difficult to predict accurately the ultimate
size of the market and the market acceptance of products and services based on this type of imagery. Our
strategy to target certain markets for our satellite imagery relies on a number of assumptions, some or all
of which may be incorrect. Actual markets could vary materially from the potentlal markets that we have
identified.

We cannot accurately predict whether our products and services will achieve significant market
acceptance or whether there will be a market for our products and services on terms we find acceptable.
Market acceptance of our high-resolution satellite imagery products depends on a number of factors,
including the spatial and spectral quality, scope, timeliness, sophistication, price and services and the
availability of substitute products and services. Lack of significant market acceptance of our products and
services, particularly our high-resolution imagery products and services, delays in acceptance, or failure of
certain markets to develop would negatively affect our business, financial condition and results of
operatlons

Government Contracts — We depend on contracts with government agencies for a substantial portion of
our revenues. Government agencies can terminate their contracts at any time.

Revenues from U.S. Government contracts accounted for approximately 61 percent, 51 percent and
30 percent of our revenues for the years ended December 31, 2005, 2004 and 2003, respectively.
U.S. Government agerncies may terminate or suspend their contracts at any time, with or without cause, or
may change their policies, priorities or funding levels by reducing agency or program budgets or by
imposing budgetary constraints. In addition, one or more of these government agencies may not continue
to fund these contracts at current levels. Under the NextView imagery contract, for the six quarter period
beginning on the date upon which GeoEye-1 becomes fully operational, which period we expect will end in
September 2008, the U.S. Government has agreed to order approximately $197 million in imagery sales
from GeoEye-1. Although we anticipate that the U.S. Government will purchase imagery under this
contract, we cannot assure you that they will order or purchase imagery up to the full level specified in the
contract or at-all. In addition, although we anticipate that these government agencies will continue to
purchase imagery and imagery products from us after the termination of the contracts under the
ClearView and NextView programs, we cannot assure you that they will continue to purchase at pre-
termination levels or at all. If a U.S. Government agency terminates or suspends any of its contracts with
us, or changes its policies, priorities, or funding levels, these actions would have a material adverse effect
on business, financial condition and results of operations.
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NextView Contract — Our NextView imagery purchasing contract is a firm fixed-price contract which. .
could subject us to losses in.the event that we have cost overruns.

We have entered into the 1magery purchasing portion of the NextV1ew program with the NGA on a
firm fixed- -price basis. This allows us to benefit from cost savings, but we carry the burden of cost
overruns. If our initial cost estimates are mcorrect we may lose money on this contract. In addition, this
contract has provisions relating to cost controls and audit rights, and if we fail to meet the terms specified
in those contracts, we may not realize the full benefits of the NextView contract. Our financial condition
is dependent on our ability to maximize our earnings from our NextView contract. Lower earnings caused
by cost overruns and cost controls would have a negative impact on our financial results.

NextView Contract — We may encounter program delays-in connection with the construction and launch
of GeoEye-1.

The NextView contract is subject to a set schedule of milestones culminating in the planned launch
of GeoEye-1 in early 2007. The construction of the GeoEye-1 satellite and related ground system requires
a large amount of advanced technical and engineering work to be done in a relatively short period of tirme.
Because different areas of the program are interconnected, delay in one area of the program could cause
delays in the other areas of the program. The failure to launch GeoEye-1 on time or to achieve system
check out on time or at all could affect our ability to provide the full amount of anticipated imagery and
imagery products to the NGA during the post-launch period under the NextView contract and could cause
us to receive less in revenues for imagery which could cause a material adverse effect on our business,’
financial condition and results of operations.

T echnologlcal and Implementatlon Risks — We cannot assure you that our satellztes will operate as
designed.

Our IKONOS and OI'bVlCW 3 satellites employ advanced technologles and sensors that are subject to
severe environmental stresses_in space that could affect the satellites’ performance Our GeoEye 1 satellite
will employ even more advanced technologies and SEnsors. Employing advarced technologies is further
complicated by the fact that the satellites are in space. Hardware component problems in space could lead
to degradation. in performance or loss of functlonahty of the satellites, with attendant costs and revenue
losses. In addition, human operators may execute improper implementation commands that neganvely
impact a satellite’s performance

We cannot assure you that IKONOS and OrbVlew-3 will contmue to operate successfully throughout
their expected design lives. In addmon we cannot assure that we will successfully launch GeoEye-1 or
that, once launched, GeoEye- 1 will operate successfully. Even if a satellite is operated properly, minor
technical flaws in the satellite’s sensors could significantly degrade its performance, which could materially
affect our ability to market our products successfully.

Our business model depends on our ability to sell imagery from two high-resolution satellites. We do
not presently have plans to construct and launch a replacement satellite for IKONOS or OrbView-3 if
either satellite fails prematurely. The loss or failure of GeoEye-1 to be placed into service, or the
permanent loss of IKONOS or OrbViéw-3, particularly if such loss were to occur prior to GeoEye-1 being
placed into service, would materially and adversely affect our operations and financial condition.

Limited Life of Satellites;—‘ Satellites ]zavé I;'mitéd useful lives and are expensive to replace.

Satellites have limited useful lives. We determine a satellite’s useful life, or its design life, using a
complex calculation involving the probabilities of failure of the satellite’s components from design or,
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manufacturing defects, env1ronmental stresses or other causes. The d651gn hves of our satellites are as
follows:

Satellite : S ‘ R Expected:Design Life -
OrbView-2 ‘ ‘ 7'/> years (launched in August 1.997)1
IKONOS 8 vears (launched in September 1999)
OrbView-3: ‘ ‘ . 5 years (launched in June 2003) -
GeoEye-1 a ‘ o 7 years’ (anticipated launch early 2007)

The design hves of thesc satelhtes are affected by a number of factors, 1nclud1ng the quallty of
construction, the expected gradual environmental degradation of solar panels, the durability of various
satellite components and the orbits in which the satellites are placed. Random failure of satellite
components could cause damage to or loss of a satellite before the end of its design life. In rare cases,
electrostatic storms or collisions with other objects could damage our satellites. We cannot assure you that
each satellite will remain in operation for its expected design life. We expect the performance of each
satellite to decline gradually near the end of its design life. Despite the fact that OrbView-2's seven and a
half year design life has expired, we currently expect to continue commercial operations with OrbView-2
for up to two and a half more years. However notwithstanding the ongoing successful operation of
OrbView-2, we can offer no assurance that it will mamtam 1ts prescnbed orblt or remain commerc1ally
operatlonal past its des1gn life. C

We antlclpate usmg funds generated from operatlons to develop plans for follow-on hlgh -resolution
imagery satellites. If we do not generate sufficient funds from operations, we will not be able to deploy
follow-on satellites to, replace existing satellites at the end of their operating lives. We cannot assure you
that we will be able to generate sufficient funds from operations or to raise additional capital, on favorable
terms or on a timely basis, if at all, to develop or deploy follow-on high-resolution satellites.

Insurance — Limited insurance may not cover all visks of loss.

The terms of our current notes require us to obtain launch insurance on GeoEye-1. Further we must .
maintain specified levels of on-orbit operations insurance for IKONOS, OrbView-3 and.GeoEye-1, to the
extent that such coverage can be obtained at a premium that is not disproportionately high. This insurance
may not be sufficient to cover the cost of a replacement high-resolution imagery satellite such as
IKONOS, OrbView-3 or:‘GeoEye-1. We do not have any insurance coverage for the OrbView-2 satellite.
In addition, we may find it difficult to insure against certain risks, such as partial degradation of
functionality of a satellite.

‘Insurance market conditions or  factors outside of our control at the time we are in the market for the
required insurance, such as failure of a satellite using similar components or a similar launch véhicle, could
cause premiums to be significantly higher than current estimates. Higher premiums on insurance policies
will increase our costs, thereby reducing our operating income by the amount of such increased premiums.
Should the future terms of launch and on-orbit insurance policies become less favorable than those
currently available, this may result in limits on amounts of coverage that we can obtain or may prevent us
from obtaining insurance at all.

Competition ~— We may not successfully compete in the remote imaging industry.

Our products and services will compete with satellite and aircraft-based imagery and related products
and services offered by a range of private and government providers. Certain of these competitors may
have greater financial, personnel and other resources than we have. Our major existing U.S. commercial
competitor for high-resolution satellite imagery is DigitalGlobe, which operates a high-resolution satellite
with highér resolution than IKONOS and OrbView-3 and is currently developing two next generation
satellites which will have more advanced technologies.and capabilities than IKONOS and OrbView-3, one
of which is planned to be in service in 2006, and the other of which we expect would go into service in .
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2008. There are also several international competitors, a number of which have announced programs, some
of which currently compete with others and others which could compete with us in the future. These
competitors include Spot Image SA (France); National Remote Sensing Agency, Department of Space,
Government of India; RADARSAT International (Canada); Korea’s KOMPSAT; and ImageSat
International N.V. (Israel). '

The U.S. Government and foreign governments also may develop, construct, launch and operate -
remote imaging satellites that generate imagery competitive with our products and services. The
U.S. Government currently relies and is likely to continue to rely on government-owned and operated
systems for highly classified satellite-based high-resolution imagery. The U.S. Government could also
reduce its purchases from commercial satellite imagery providers or decrease the number of commercial -
satellite industry providers with which it contracts with no corresponding increase in total amount spent.
Similarly, foreign governments may launch their own imagery satellites rather than purchasing imagery .-
from commercial imagery providers such as us. In addition such governments could sell imagery from their
own satellites, which could compete with our imagery products. Government-owned satellites do not need -
to generate a profit from their operations, so they may be able to provide their products and services at-.
lower prices than we can. In addition, foreign competitors are not subject to the same regulations as -
U.S. companies, which may give them a competitive advantage. :

Our competitors or potential competitors with greater resources than ours could in the future offer
satellite-based imagery or other products having more attractive features than our products. The emergence
of new remote.imaging technologies, even if not ultimately successful, could negatively affect our
marketing efforts. More importantly, if competitors continue to develop and launch satellites with more. -
advanced capabilities and technologies than ours, this competition could harm our business. :

Government Regulation — Failure to obrain or maintain regulatory approvals could rvesult in service
interruptions or could impede us from executing our business plan.

FCC Approvals. Our operation of satellites and earth stations requires licenses from the U.S. Federal
Communications Commission (the “FCC”). The FCC regulates the construction, launch and operation of
our satellites, the use of satellite spectrum, and ‘the licensing of our earth station terminals located within
the United States. We currently operate OrbView-2 pursuant to experimental duthority. Our experimental
FCC license expires in 2007. The FCC granted authority to launch and operate IKONOS and to operate
the associated earth station systems in 1999. The license to operate IKONOS will expire in 2009, and the
licenses to operate the earth stations will expire between 2006 and 2010. The FCC granted authority to
launch and operate OrbView-3 and to operate the associated earth station systems in 1999. The license to °
operate OrbView-3 will expire in 2014, and the licenses to operate the earth stations will expire in 2009.
The FCC generally renews licenses routinely, but there can be no assurance that our licenses will be
renewed at their expiration dates for full terms or without adverse conditions. Failure to renew these | _
licenses could have a material adverse effect on our ablhty to generate revenue and conduct our busmess
as currently planned

In January 2006, the FCC granted us a license for GeoEye-1 which is subject to the completion of
certain milestones in the construction, launch and placing into service of GeoEye-1 by certain dates.
Failure to achieve such milestones on a timely basis could 1mpa1r our ability to satisfy our obligations
under the NextView contract.

Other Domestic Approvals. Our business generally requires licenses from the U.S. Department of
Commerce (“DoC”) and the Department of State. The DoC licenses provide-that the U.S. Government -
may interrupt service or otherwise limit our ability to distribute satellite images to certain parties in order
to address national security or foreign policy concerns.. Actual or threatened interruptions or limitations on
our service could adversely affect our ability to market our products abroad. In addition, the DoC has the
right to review -and approve our agreements with international customers for high-resolution optical
imagery. We have received such approval for those of our international customers as are currently i
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operating. However, such reviews could delay or prohibit us from executing new international distributor .
agreements.

In connection with the distributor agreements, we have in the past, and may in the future, supply our
international customers with earth stations that enable these customers to downlink data directly from our
satellites. Exporting these earth stations and technical information relating to these stations may require us
to obtain export licenses from the DoC or the U.S. Department of State. We have obtained the licenses
we currently need in order to export the equipment and information required by our existing contracts and
by our current operations, and we believe that the terms of these licenses are sufficient given the scope
and duration of the contracts to which they pertain. If the DoC or the Department of State does not issue
these export licenses in connection with future exports, or if these licenses are significantly delayed or
contain restrictions, or if the DoC or the Department of State revokes, suspends or denies a request for
renewal of existing licenses, our financial condmon and results of operations could be materially adversely
affected.

International Regzstratzcm and Approvals. The use of satellite spectrum is subject to the
requirements of the International Telecommunication Union (the “ITU”). Additionally, satellite operators
must abide by the specific laws of the countries in which downlink services are provided from the satellite
to earth stations terminals within such countries.

The FCC has coordinated the operations of OrbView-2, IKONOS and OrbView-3 pursuant to ITU
requirements, and we expect the FCC to do so for GeoEye-1. Coordination with other satellite systems
helps to prevent interference from or into existing or planned satellite operations. We do not expect
significant issues relating to the coordination of our satellites due to the nature of satellite imaging
operations; however if the FCC fails to obtain the necessary coordination for GeoEye-1 in a timely
manner, it could have a material adverse effect on our business, financial condition and results of
operations.

Our customers or distributors are responsible for obtaining local regulatory approval from the
governments in the countries in which they do business to receive imagery downlinked directly from
OrbView-2, and OrbView-3 to earth stations within such countries. If these regional distributors are not
successful in obtaining the necessary approvals, we will not be able to distribute real time OrbView
imagery in those regions. Qur inability to offer real time service in a significant number of foreign
countries could negatively affect our business. In addition, regulatory provisions in countries where we wish
10 operate may impose unduly burdensome restrictions on our operations. Our business may also be
adversely affected if the national authorities where we plan to operate adopt treaties, regulations or
legislation unfavorable to foreign companies. '

Risks Associated with Distributors and Resellers — Foreign distributors and domestic value-added
resellers may not expand commercial markets.

We rely on foreign regional distributors to market and sell internationally a significant portion of our
imagery from IKONOS and OrbView-3. We also intend to rely on such foreign regional distributors for
GeoEye-1 and have intensified our efforts to further develop our operations in overseas markets. We
expect our existing and future foreign regional distributors to act on behalf of, or contract directly with,
foreign governments to sell imagery for national security and related purposes. These regional distributors
may not have the skill or experience to develop regional commercial markets for our products and services.
The regional distributors may also have varyving degrees of resources and some may not pay us in full, If
we fail t0 enter into regional distribution agreements on a timely basis or if our foreign regional distributors
fail to market and sell our imagery products and services successfully or pay us in full on a timely basis,
these failures would negatively impact our business, financial condition and results of operations, and our
ability to service our debt. In particular, we acquired several new foreign regional distributors as a result of
the acquisition of substantially all of the assets of Space Imaging. Some of those distributors claim
disputes relating to Space Imaging’s service. While it is not clear that such claims are valid, they may
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affect our relationships with such distributors and, if determined in favor of the distributors, could result in
liability.

We intend to rely on value-added resellers to develop, market and sell our products and services to
address, certain target markets, including domestic markets. If our value-added resellers fail to develop, |

market and sell our products and services successfully; this failure would negatively affect our business,.
financial condition and.results of operations, and our ability to service our debt.

" Risks Associated with the Acquisition of Sub&tantially All of the Assets of Space Imaging

In acquiring substantially all of the assets of Space Imaging, we agreed to assume certain of Space
Imaging’s liabilities. Although we performed- due diligence before completing the acquisition and we
anticipated many potential liabilities, liabilities may arise which were not anticipated. Our ability to file a
claim against the sellers of Space Imaging may be limited, in certain cases, by the agreement pursuant to
which we acquired substantially all of the assets of Space Imaging.

Risk Associated with International Operation — Our international business exposes us to visks relating
to increased regulation and political or economic instability in foreign markets.

In 2003, approximately 38 percent of our revenues were derived from international sales, and we
intend to continue to pursue international contracts. We expect to derive substantial revenues from
international sales of products and semccs International operations are subject to certain nsks such as:

. changes in domestic and foreign govemmental regulations. and licensing requ1rements
* deterioration of once-friendly relations between the United States and a particular foreign country;
» increases in tariffs and taxes and other trade barriers;

» changes in political and economic stability, including fluctuations in the value of foreign currencies,
which may make payment in U.S. dollars more expensive for foreign customers; and

« difficulties in obtaining or enforcmg judgments in foreign jurisdictions.

These rlsks are beyond our control and could have'a material adverse effect on our busmess

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties

We lease approximately 39,000 square feet of office and operations space in Dulles, Virginia. This
space includes our principal executive offices. The lease will expire on June 30, 2012. The current annual
rent is approximately $820,000. We lease approximately 16,000 square feet of office and operations space
in St. Louis, Missouri. The lease will expire on March 31, 2009. The current annual rent is approximately
$265,000. We also lease a remote ground terminal for our OrbView-3 satellite located in. Point Barrow,
Alaska, and own an OrbView-2 remote ground terminal in Fairmont, West Virginia.

Effective January-10, 2006, we acquired certain properties previously owned by Space Imaging. These
properties include a 57,352 square foot building in Thornton, Colorado which contains the IKONOS
operations, production facilities and  administrative offices, and a ground station terminal in Norman,
Oklahoma. We also acquired leases for remote ground terminals located in Fairbanks, Alaska and Kiruna,
Sweden.

Item 3. Legal Proceedings

In the normal course of business, we are party to various lawsuits, legal proceedings and claims arising
out of our business. We cannot predict the outcome of these lawsuits, legal proceedings and claims with

20




certainty. Nevertheless, we believe that the outcome of any existing or known threatened proceedings, even
if determined adversely, should not have a material adverse effect on our business, ﬁnancral condition or
results of operations.

Item 4. Submission of Maiters to a Vote of Security Holders

During the fourth quarter of the perlod covered by this report no matters were submitted to a vote of
securlty holders. -

PART I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equtty Securtttes

We emerged from Chapter 11 bankruptcy on December 31, 2003. Prior to that time there was no
established trading market for our common stock. Beginning in January 2004, our common stock has
traded over-the-counter and sales have been reported on the NASDAQ bulletin board under the symbol
“ORBM.” However, there continues to be no established trading market for our common stock.

" On December 31, 2005, there were 93 holders of record of the common stock including employees
who hold “restncted shares

Durmg therpast three ﬁscal years and through December 31, 2005, we have not made or declared any
cash' dividends on our common equity. Under the instruments governing our long-term debt, we are
prohibited from paying dividends until the principal amount of all such notes have been repaid. These
restrictions are more fully discussed under the heading “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Liquidity and Cash Flows” in Item 7 below.

The following table sets forth information regarding shares of common stock authorized for issuance
pursuant to our 2003 Employee Stock Incentive Plan and 2004 Non-Employee Director Equity Incentive
Plan. As of December 31,72005, there are no other shares of common stock subject to issuance pursuant to
any equity compensatlon plan ‘

s Number of Securities
Number of Securities Weighted-Average Remaining Available for

to be Issued upon Exercise Price of Future Issuance under
Exercise of Qutstanding Equity Compensation Plans
Outstanding Options, Options, Warrants (Excluding Securities
Warrants and Rights and Rights Reflected in Column(a))
Plan Category ‘ ) ) (a) (b) (c)

Equity compensation olzans
approved by securityholders... N/A N/A ‘ N/A

Equity compensation plans not

approved by securityholders. . .. 129,927

129,927

—
(o]
—*
o
=

As soon as practicable, we intend to file a registration statement on Form S-8 under the Securities
Act to register all of the shares of common stock issued and reserved for future issuance under the 2003
Employee Stock Incentive Plan and the 2004 Non-Employee Director Equity Incentive Plan. Based on the
number of shares reserved for issuance as of December 31, 2005, this registration statement would cover
approximately 129,927 shares. That registration statement will automatically become effective upon filing.
Accordingly, shares issued upon the exercise of stock options granted under our 2003 Employee Stock
Incentive Plan and 2004 Non-Employee Director Equity Incentive Plan will be eligible for resale in the
public market from time to time, subject to vesting restrictions.
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The transfer agent for our common stock is:

The Bank of New York
101 Barclay Street
New York, New York 10286

Item 6 Selected Financial Data

In connection with the emergence from Chapter 11 effectlve December 31, 2003, ORBIMAGE
reflected the terms of its Plan of Reorganization in its financial statements in accordance with American
Institute of Certified Public Accountants Statement of Position 90-7, “Financial Reporting by Entities in
Reorganization Under the Bankruptcy Code” (“SOP 90-7") with respect to financial reporting upon
~emergence from Chapter 11 (“Fresh-Start accounting”). Upon applying Fresh-Start accounting, a new
reporting entity (the Successor Company) is deemed to be created on the Effective Date and the recorded
amounts of ‘assets and liabilities are adjusted to reflect their estimated fair values. The reported historical
financial statements of the Predecessor Company for the years ended December 31, 2003 and prior
generally will not be comparable to those of the Successor Company. In this Form 10-K, references to the
periods ended December 31, 2003 and prior refer to the Predecessor Company, and the financial position -
as of December 31, 2003 and the periods ended subsequent to December 31, 2003 are reported as
Successor Company. ‘

The following information should be read in conjunction with the financial statements and related
notes and “Management’s Discussion and Analysis of Financial Condition and Results of Operatlons

Successor Company Predecessor Company
. Years Ended December 31,
2005 2004 2003 2002 2001

(In thousands)

Statement of Operatlons Data: , , v
Revenues ....«..... ... ...t SN .-% 40,702 $ 31,020 . $ 9219 § 15552 § 18,755

Direct expenses . ..o, 38,116 33,754 10,697 10,498 17,311
Gross profit (loss) ........... e 2,586 (2,734) (1,478) 5,054 1,444
Selling, general and administrative expenses . 12,341 11,746 4,744 4,060 9,502
Asset losses and impairment charges . ... .. — — 18,205 5,115 138,040
Loss from operations ................... (9,755)  (14,480)  (24,427) (4,121)  (146,098)
Interest expense, net(1) ....... R 14,083 10,259 1,303 8,085 30,948
Unrealized gain on derivative mstrument . (2,341) — — — —
Loss from early extmgulshrnent of debt . ... 2,758 — — — —
Reorganization items, net(2) ............. — L — 110,019 (18,396) —
Income (loss) before benefit for income

BAXES v (24,255)  (24,739) - 84,289 (30,602)  (177,046)
Benefit for income taxes ................ — — — — -
Net earnings (loss) .............. ..., (24,255)  (24,739) 84,289 - (30,602) (177,046)
Earnings (loss) per diluted share ......... (1.50) (3.80) 1.73 (1.26) (7.18)
Other Data: '
Cash flows from operating act1v1tles ....... 125,531 27,500 (2,987) (5,118) (1,667)
Cash flows from investing activities .......  (179,598) (3,530) (9,118) (1,990) 10,992
Cash flows from financing activities . ... ... 220,006 22,190 120,217 — —

Deferred revenue — NextView program(3) 105,134 24,491 — —_ —
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Successor Company Predecessor Company

Years Ended December 31,

2005 2004 .. 2003 © 2002 2001

(In thousands)

Capital expenditures .. .................. 171,757 3,530 21,402 - 1,990 22916

Depreciation and amortization expense .. .. . 25,381 - 22,575 3,356 . ° 6,454 13,821
Interest paid in kind(4) ............... . _ 10,446 1,403 — —
' . ‘ ‘ Successor Company Predecessor Company

December 31,

2005 2004 2003 ©2002 2001

(In thousands)
Balance sheet data:

Cash and cash equivalents ................. $226,504 $60,565 $14.405 $ 6,293 $ 13,401

Total SSetS .. vvoeee e 570,266 249,146 153319 136,578 191,475
Current liabilities(5) .......ooovvrnein... 54,745 53,749 5,394 247,322 271,581
Long-term obligations(5) . ................. 245361 85018 73,115 J— —
Stockholders’ equity (deficit) ........ . 136,897 85,888 74,810  (221,894)  (190,186)

(1) Excludes contractual interest of $26,156 and $19,258 in 2003 and 2002, respectively.

(2) Reorganization items include the following components:

Predecessor Company

Years Ended
December 31,
2003 2002
Reorganization items:
Gain on debt discharge . ........ ... ... ... . $116,056 $ —
Write off of unamortized debt ISSUANCE COSES ... v v e eene e, ‘ — (11,252)
Professional fees...... ... ... i il e (6,067) (7,218)
- Interest earned on accumulated cash and cash equivalents durlng ‘ ,
© Chapter 11 proceedings .. ... .ovurireee i 30 74
Total reorganization items. . ...t R $110,019  $(18,396)

3) Reprcsents cost share amounts received by NGA, which are deferred until GeoEye-1 is placed into

service and will then be recogmzed as revenue on a straight-line basis over the imagery delivery term

of thc program.

(4) Interest expense pald n kmd in 2004 consisted of interest on the ORBIMAGE Senior Notcs and. the

ORBIMAGE Senior Subordinated Notes, all of which was paid in kind from the date of insurance

until December 31, 2004. Interest expense paid i in kind in 2003 consisted of interest on debt incurred

for the purchase of insurance coverage for the Ol'bVICW 3 satelhte

(5) The Predecessor Company defaulted on its senior note obligations which caused them to be

reclassified as current liabilities at December 31, 2002 and 2001, respectively. These senior notes were

cancelled by the U.S. Bankruptcy Court effective December 31, 2003.

Item 7. Management’s Discussion And Analysis of Financial Condition And Results Of Operations.

The following discussion and analysis should be read in conjunction with “Selected Historical
Consolidated Financial and Operating Data,” and our audited and unaudzzed consolidated fi nanczal
statements and notes thereto appearing elsewhere in this Report.

23




Overview

ORBIMAGE Holdings Inc. (“ORBIMAGE,” the “Company” or the “Successor Company”),
together with its consolidated subsidiaries, operates three satellites that collect, process and distribute
digital imagery of the Earth’s surface, atmosphere and weather conditions. In addition to the OrbView-3
and OrbView-2 satellites, our satellite system also includes a U.S. ground system necessary to operate the .
satellites and to collect, process and distribute imagery from the satellites. We own the OrbView-3 satellite
and have a license to operate and control the OrbView-2 satellite that we acquired from Orbital Sciences
Corporation (“Orbital Sciences”), our former corporate parent. In addition, we maintain an image
processing and production center at our headquarters in Dulles, Virginia, and an advanced image
processing and geospatial inforrnation technology development and production center in St. Louis,
Missouri. We also are constructing a next-generation high-resolution imagery satellite, which we have
designated GeoEye-1. GeoEye-1 is currently scheduled to be launched in the first quarter of 2007.
Concurrent with the Space Imaging acquisition described below, we announced that the combined’
comipany would do business under the brand name GeoEye.

Our principal sources of revenue are the sale of satellite imagery to customers and regional
distributors, and processing and productron of imagery and geospatial information. ‘As our business
expands, we plan to also derive revenues from the use of value-added resellers. We have entered into
several long-term sales contracts to provide imagery products and, in certain circumstances we will be
entitled to receive contractual payments in advance of product delivery. We will initially record deferred
revenue for the total amount of the advance payments under these contracts and recognlze Tevenue over
the contractual dehvery period.

Our direct expenses include the costs of operating and depreciating the OrbView-3 satellite, the
OrbView-2 license and the related ground systems, as well as construction costs related to distributor-
owned ground stations. Labor expenses and depreciation represent the largest component of our direct
expenses. -

We have incurred losses from operations since our inception. We began generating revenues from
OrbView-3 in the first quarter of 2004. At the end of the first quarter of 2004, we commenced OrbView-3
operations for the U.S. Government, our largest customer. Our operations in the succeeding quarters of
2004 and 2005 resulted in average quarterly.revenues of $10 million and quarterly gross-profit exceeding
break-even levels. However, the Company has recorded losses from operations since inception. As
discussed in more detail below, in April 2004, NGA announced a request for proposals under its NextView
Second Vendor program for a second provider of next generation high-resolution satellite imagery (a
competitor received the first NextView award in 2003). Because of the significance of the contract to the
future of our industry, we:decided to focus on our current operations and actively pursue a NextView
contract award, temporarily suspending the active pursuit of potential new customers. On September 30,
2004, NGA announced that the Company had been awarded a contract under this NextView Second
Vendor program to construct, launch and operate a new satellite, which we have designated GeoEye-1.
With the NextView pursuit completed we then began to actively pursue potent1a1 customers for OrbView-
3 imagery, particularly those in foreign markets. Revenues have developed more slowly than anticipated
due to a number of factors, one of which is that many international customers have delayed purchasing
decisions for long term contracts pending the outcome of the industry consolidation currently inderway
(see “Space Imaging Acquisition” discussion below). Management believes this delay will continue into .
2006, until the Company and Space Imaging can. cffcctrvely promote the combined capablhtles and product
portfolios of the two companies. Management currently projects that the combined company will generate
earnings from operations for 2006. ‘ '

Reorganization. ORBIMAGE Holdings Inc., a Delaware corporation, was organized on April 4,
2005 to enable its predecessor registrant and now its wholly-owned subsidiary, ORBIMAGE Inc., a
Delaware corporation,-to implément a holding company organizational structure. Effective June 21, 2005,
the Company reorganized into.a holding company structure, effected by a merger conducted’ pursuant to
Section 251(g) of the General Corporation Law of the State of Delaware (the “Merger?”). :
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~ Prior to the Merger, ORBIMAGE Holdings was a direct, wholly-owned subsidiary of ORBIMAGE
Inc., and ORBIMAGE Merger Sub Inc., a Delaware corporation (the “Merger Sub”) was a direct,
wholly-owned subsidiary of ORBIMAGE Holdings. Both ORBIMAGE Holdings and Merger Sub were
organized for the purpose of implementing the holding company structure. Pursuant to the Merger, Merger
Sub merged with and into ORBIMAGE Inc., with ORBIMAGE Inc. continuing as the surviving
corporation. Each issued and outstanding share of common stock of ORBIMAGE Inc. was converted into
one share of common stock of ORBIMAGE Holdings, each issued and outstanding share of common
stock of Merger Sub was converted into one share of ORBIMAGE Inc. common stock, and the separate
corporate existence of Merger Sub ceased, and all of the issued and outstanding shares of ORBIMAGE
Holdings owned by ORBIMAGE Inc. were automatlcally canceled and retired. As a result of the Merger,
each stockholder of ORBIMAGE Inc. became a holder of the common stock of ORBIMAGE Holdings,
evidencing the same proportional interests, and ORBIMAGE Inc. became a direct, wholly owned
subsidiary of ORBIMAGE Holdings. Accordmgly, ORBIMAGE Holdmgs became the successor reglstrant
of ORBIMAGE Inc. for SEC reporting purposes.

In connection with the Merger, ORBIMAGE Holdings assumed ORBIMAGE Inc.’s obligations
under its stock incentive plans. In addition, ORBIMAGE Holdings assumed ORBIMAGE Inc.’s.
obligations under the various warrants issued December 31, 2003, the Warrant Agreement dated
March 14, 2005 and the warrant certificates issued thereunder. Outstanding options and warrants to
purchase ORBIMAGE Inc.’s common stock were automatically converted into options and warrants to
purchase an equal number of shares at the same exercise price of ORBIMAGE Holdings common stock.
ORBIMAGE Holdings also assumed ORBIMAGE Inc.’s registration obligations under (i) the
Registration Rights Agreement, dated as of December 31, 2003, by and between ORBIMAGE Inc. and
certain holders of ORBIMAGE Inc.’s outstanding securities, relating to securities issued to such holders
pursuant to the terms of ORBIMAGE Inc.’s Plan of Reorganization and emergence from Chapter 11
bankruptcy on December 31, 2003 and (ii) the Registration Rights Agreement, dated as of November 16,
2004, by and between ORBIMAGE Inc. and certain holders of ORBIMAGE Inc.’s common stock and
warrants issued on March 25, 2005. : : :

The conversion of shares of capital stock in the Merger occurred without an exchange of certificates.
The provisions of the certificate of incorporation, including, without limitation, those relating to the
authorized capital stock and the bylaws of ORBIMAGE Holdings, are identical to those of ORBIMAGE
Inc. prior to the Merger. The directors and executive officers of ORBIMAGE Holdings are the same
individuals who were directors and executive officers of ORBIMAGE Inc. immediately prior to the
Merger. The other liabilities of ORBIMAGE Inc., including contingent liabilities, were not assumed by
ORBIMAGE Holdings in the transaction and therefore continue to be obligations of ORBIMAGE Inc.,
and the assets of ORBIMAGE Inc. were not transferred to ORBIMAGE Holdings and continue to be the
assets of ORBIMAGE Inc.

_ NextView Program. The U.S. Governinent, through the National Geospatial-Intelligence Agency
(“NGA”), announced in March 2003 that it intended to support the continued development of the
commercial satellite imagery industry through subsidies for the engineering, construction and launch of the
next generation of imagery satellites by two providers. This program is known as NextView. The first
NextView award was made to a competitor of the Company in September 2003.

NGA announced a request for proposals from potential second providers in April 2004. The NextView
Second Vendor program will allow NGA to have two separate providers of next generation high-resolution
satellite imagery. On September 30, 2004, NGA announced that the Company had been awarded a
contract under this NextView Second Vendor program. As the winning bidder, we are, as prime
contractor, constructing a new satellite, which we refer to as GeoEye-1. The Company estimates its total
project cost ‘(including financing and launch insurance costs) to bring the GeoEye-1 satellite into service
will be approximately $502 million: Under the NextView contract the Company has with NGA, NGA will
support the project with a cost share totaling approximately $237 million spread out over the course of the
project and subject to various milestones.
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The NextView contract also provides for NGA to order approximately $197 million of imagery -
products on GeoEye-1 for the six quarters after GeoEye-1 goes into service, a period that we expect will
end in September 2008. We anticipate that NGA will account for approximately half of the satellite’s
imagery-taking capacity during this time, with the remaining capacity available to generate commercial |
sales, including sales to international ground station customers. Based on NGA’s public announcement of
expected ongoing support, we expect NGA to continue to purchase our 1magery products following
expiration of the NextView contract.

The Company anticipates the. GeoEye-1 satellite will be launched and placed into service in early
2007. The Company intends to purchase launch insuranbe and on-orbit insurance to cover the replacement
cost of the satellite in the event of a lunch failure or if on-orbit anomalies prevent the satellite from being
placed into service. The costs of such insurance cannot be detérmined with specificity at this time, but the
Company believes the premium would cost approximately 20 percent of the coverage amount if the
insurance market at the time such insurance is purchased is similar to the current market. Once the
GeoEye-1 satellite is placed into service, the NextView award provides for NGA to purchase imagery from
the satellite through September 30, 2008. NGA will have the first right to order images from the satellite,
which would utilize slightly more than half of the satellite’s imagery-taking capacity at any given time,
with the remainder available for commercial and state and foreign government sales by the Company.
GeoEye-1 is intended to have a design life of seven years and sufficient fuel to operate for up to two
additional years..

The Company believes that when it is launched and placed into service, the GeoEye-1 satellite will be
the most modém, high-capacity, high-resolution commercial imaging satellite in the world. GeoEye-1 will ‘
be designed for less than 0.5 meter resolution, panchromatic (black and white) images, and less than 2.0
meter resolution, multi- spectral (color) 1mages with the capability to take images across 700,000 square
kilometers of the earth’s surface every day.

Space Imaging Acquisition.  On September 15, 2005, ORBIMAGE Holdings and ORBIMAGE Inc.
(together, “ORBIMAGE”) entered into a definitive asset purchase agreement (the “Purchase
Agreement”) to acquire the operating assets of Space Imaging LLC (“Space Imaging”) for approximately
$58.5 million less amounts to be paid by Space Imaging on its existing debt prior to closing as well as
certain other adjustments. Pursuant to the terms of the Purchase Agreement, ORBIMAGE entered into
an Assignment of Rights and Obligations, dated as of January 10, 2006, with ORBIMAGE SI Opco Inc.
(“SI Opco”), a Delaware corporation and a wholly-owned indirect subsidiary of ORBIMAGE Holdings
Inc., whereby ORBIMAGE agreed to” a551gn all of thelr rights and certain obhgat1ons in, to and undér the
Purchase Agreement to SI Opco :

Space Imaging was a leading supplier of visual 1nformat10n products and services derived from space
imagery, with resellers and over a dozen international affiliates and ground stations around the world
providing satellite imagery and imagery products to a wide variety of governmental and commercial
customers both in the U.S. and internationally. Space Imaging launched IKONOS, the world’s first one-
meter resolution, commercial Earth imaging satellite, on September 24, 1999. The Company made a
$6.0 million initial payment to the sellers in September 2005 and had also incurred approximately
$1.8 million of acquisition-related out—of—pocket expendltures through December 31, 2005.

On January 10, 2006, SI Opco completed the acquisition of Space Imaging pursuant to the terms of
the Purchase Agreement. The $58.5 million cash purchase price was funded with a combination of (i) the
issuance of $50 million of indebtedness under the Credit Agreement (as described below); (ii) debt
repayment made by Space Imaging prior to the closing; and (iii) cash of Space Imagmg LLC acqulred in
the acqulsltlon

Chapter 11 Reorganization. On Apri145,v 2002, Orbital Imaging Corporation (the “Predecessor
Company”), filed a voluntary petition for reorganization under Chapter 11 of the United States
Bankruptcy Code (“Chapter 11”) in the United States Bankruptcy Court for the Eastern District of
Virginia (the “Bankruptcy Court”). The Predecessor Company continued business operations as debtor-in-,
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possession under the jurisdiction of the Bankruptcy Court and in accordance with the applicable provisions
of Chapter 11 and orders of the Bankruptcy Court.

On February 11, 2003, the Predecessor Company signed a Settlement Agreement with the Creditors’
Committee and Orbital Sciences to facﬂltate the Predecessor Company’s emergence from its Chapter 11
reorganization proceeding. Under the Settlement Agreemerit, the Predecessor Company agreed to suspend
its pending litigation with Orbital Sciences in exchange for additional working capital and other
consideration to be provided by Orbital Sciences. The Settlement Agreement provided for mutual releases
of all claims among the parties, including the Predecessor Company and a significant majority of its
bondholders and preferred stockholders, Orbital Sciences, and certain officers/directors of Orbital -
Sciences. The releases became effective upon launch of the OrbView-3 satellite by Orbital Sciences and
payment by Orbital Sciences of $2.5 million to the Predecessor ‘Company (the “Orbital Sciences
Payment”). In exchange, Orbital Sciences received new notes that were equal to the Orbital Sciences
Payment and ranked pari passu with the new notes to be issued to the Predecessor Company’s pre-
bankruptcy unsecured creditors. As part of the Settlement Agreement, if OrbView-3 was not launched by
April 30, 2003 or on-orbit check out was not successfully completed by July 31, 2003, Orbital Sciences
would pay the Predecessor Company delay penalties. Orbital Sciences also agreed to defer certain payment
obligations of the Predecessor Company and to forgive others. The Predecessor Company obtained formal
approval of the Settlement Agreement from the Bankruptcy Court on February 19, 2003.

The Successor Company, ORBIMAGE Inc., officially emerged from bankruptey protection effective
December 31, 2003. As part of the final reorganization, on December 31, 2003, all existing notes and .
shares of capital stock of the Predecessor Company were cancelled. Holders of the Predecessor Company’s
old notes and the Predecessor Company’s general unsecured creditors received $50 million in new Senior
Subordinated Notes due 2008 and 6 million shares of common stock. Holders of certain debt obligations
incurred during the Company’s bankruptcy received approximately $19 million in new Senior Notes due
2008. Holders of the Company’s Series A Preferred Stock received warrants to purchase up to
approximately 319,000 shares of common stock of ORBIMAGE at an exercise price of $28.22 per share.

In connection with the emergence from Chapter 11, ORBIMAGE reflected the terms of its Plan of
Reorganization in its financial statements in accordance with American Institute of Certified Public
Accountants Statement of Position 90-7, “Financial Reporting by Entities in Reorganization Under the
Bankruptcy Code” (“SOP 90-7”) with respect to financial reporting upon emergence from Chapter 11
(*Fresh-Start accounting”). Upon applying Fresh-Start accounting, a new reporting entity (the “Successor
Company”) is deemed to be created on the Effective Date and the recorded amounts of assets and
liabilities are adjusted to reflect their estimated fair values. Such fair values represent our best estimates
based on independent valuations. These valuations were based on a number of estimates and assumptions
which were inherently subject to significant uncertainties and contingencies beyond our control. The
reported historical financial statements of the Predecessor Company for the years ended December 31,
2003 and prior will not be comparable to those of the Successor Company.

As of April 5, 2002, the date of the Predecessor Company’s voluntary petition for reorganization
under Chapter 11, the Predecessor Company adopted the financial reporting and accounting policies
required for companies operating pursuant to Chapter 11 as prescribed in SOP 90-7. We have reported
revenues, expenses, gains and losses relating to the reorganization separately in the accompanying
statement of operations for the year ended December 31, 2003.

As a general rule, all of the Predecessor Company’s contracts and leases continued in effect in
accordance with their terms;, :unless otherwise ordered by the Bankruptcy Court. The Bankruptcy Court
provided the Predecessor Company with the opportunity to reject any executory contracts or unexpired .
leases that were burdensome or assume any contracts or leases that were favorable or otherwise necessary
to its business operations. Certain executory contracts were rejected by the Predecessor Company during -
the course of the bankruptcy proceedings. ‘
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Industry and Business Considerations

As a government contractor, we are subject to U.S. Government oversight. The government may
inquire about and investigate our business practices and audit our compliance with applicable rules and
regulations. The government could make claims against us if the tesults of such audits or investigations
warrant such action. Under government procurement regulations and practices, an indictment of a
government contractor could result in that contractor being fined and/or suspended from bidding on or
being awarded new government contracts for a period of time or debarment for a period of time. We are
not aware of any such audits or investigations against us at this time. We are also exposed to risks
associated with U.S. government contracting such as technological uncertainties and obsolescence, and
dependence on Congressional appropriation and allotment of funds each year. The nature of our products
and services exposes us to certain risks associated with state of the art technologies such as delays, cost
growth and product failure.

The ndture of our international business also makes us subject to the export control regulations of the
U.S. Department of Commerce. If these regulations are violated, it could result in monetary penalties and
denial of export privileges. We are currently not aware of any violations of export control regulations which
could have a material adverse effect on our business or our financial position.

Critical Accounting Policies -

We prepare our consolidated financial statements in conformity with-accounting principles generally
accepted in the United States of America. As such, we are required to make certain estimates, judgments
and assumptions that we believe are reasonable based upon the information available. These estimates and
assumptions affect the reported amounts of assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the periods presented. Management bases their
estimates and judgments on historical experience and on various other factors. Due to the inherent
uncertainty involved in making estimates, actual results reported in future periods may be affected by
changes in those estimates. The following represent what we believe are the critical accounting areas that
require the most significant management estimates and judgments.

Revenue Recognition and Contract Accounting. ORBIMAGE?’s principal source of revenue is the
sale of satellite imagery to customers, value added resellers and distributors. Such sales often require us to
provide imagery over the term of multi- -year sales contracts. Accordingly, we recognize revenues on
imagery contracts on a straight- -line ‘basis over the delivery term of the contract. Deferred revenue is
recorded when payments are received in advance of the delivery of imagery. As stated previously, NGA
will support the NextView program with a cost share totaling approximately $237 million spread out over
the course of the construction phase of the project and subject to various milestones. These NGA
payments are recorded as deferred revenue when received and will be recognized as revenue from when
the GeoEye-1 satellite is placed into service through the initial imagery purchase period undcr contract,
which currently is through September 30, 2008

A portion of our business is derived from long-term fixed-price contracts with the U.S. Government
and commercial -customers. Revenue under these contracts is recognized using the percentage of
completion method of accounting. Such revenues are recorded based on the percentage of costs incurred in
the applicable reporting petiod as compared to the most recent estimates of costs-to complete each project.
These incurred costs approximate the output of deliverables to our customers. Estimating future costs and,
therefore, revenues and profits, is a process réquiring a high degree of management judgment.
Management bases its estimate on historical experience and on various assumptions that are believed to be
reasonable under the circumstances. Costs to complete include, when appropriate, labor, subcontracting
costs and materials, as well as an allocation of indirect costs. Reviews of the status of contracts are
performed through periodic contract status and performance reviews. In the event of a change in total
estimated contract cost or profit, the cumulative effect of such change is recorded in the period in which
the change in estimate occurs. ORBIMAGE has not incurred any material changes in estimates on its
imagery and image processing contracts with the U.S. Government.
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Some of our contracts with NGA consist of multiple elements. For contracts consisting of multiple -
elements, we identify these elements and consider whether the delivered item(s) has value to the customer
on a standalone basis, whether there is objective and reliable evidence of the fair value of the undelivered
item(s) and, if the arrangement includes a general right of return relative to the delivered item(s),
delivery or performance of the undelivered item(s) is considered probable and substantially in our control.
We evaluate such contracts to ensure’ that, for purposes of determining standalone value, performance of
any one element of the contract is not directly contingent on perforinance of the other contract elements.
Revenue recognition may be impacted if nonperformance of one contract élement ¢auses the customer to
terminate the other element(s). Such contracts are also subject to, among other things, termination rights,
refunds of payments due to unsatlsfactory performance and uncertalnty regardmg availability of future
funding. * - ‘ '

Receivables. A significant amount of judgment is required by management in estimating the reserves
required for receivables that are potentially uncollectible. We perform ongoing credit evaliations of our
customers and adjust credit limits based upon payment history and the customer’s current credit
worthiness, as determined by our review of their current credit information. We regularly monitor
collections and payments from our customers and maintain a provision for estimated credit losses based
upon our historical experience and any specific customer collection issues that we have identified. If
collection of the receivable is not reasonably assured at the time services are performed, we do not initially
record the revenue, but rather record an allowance for customer credits to offset the receivable. If there is
a-change in the customer’s financial status or the receivable is collected, revenue is recorded at that time.
While such credit losses described above have historically been within our expectations and the provisions
established, we cannot guarantee that we will experience the same credit loss rates.that we have estimated
or historically experienced. As such, additional charges could be:incurred in the future to reflect
differences between estimated and actual collections. '

- Long-Lived Assets. Depreciation of the capitalized costs of our satellites begins when the satellites
are placed into service. We deprec1ate the ground systems assets over the estimated lives of the related
satellite assets. Depreciation and amortization aré recognized using the straight-line method We amortized
the cost of the OrbView-2 satellite over the 7.5 year design life of the satellite. This amortization ended in
the second quarter of 2005. We began depreciating the cost of the OrbView-3 satellite in February 2004.

In assessmg the recoverab111ty of our satellites, fixed assets and other Iong -lived assets we evaluate
the recoverablhty of those assets in accordance with the provisions of SFAS No. 144, “Accounting for the
Impairment or Disposal of L. ong-Lived Assets.” This Statement requires that certain long- -lived fixed assets
be reviewed for 1mpa1rment whenever events or changes in circumstances indicate that the carrying A
amount of an asset may not be recoverable. Recoverablhty of assets to be held and used is measured by a
comparison of the carrying amount of an asset to future net cash flows expected to be generated by the
asset. If such assets are con<1dered to be impaired, the impairment to be recognized is measured by the
amount by which the carrying amount of the asset exceeds the fair value of the asset. Changes in
estimates of future cash flows could result in a write-down of the asset in a future period. Estimated future
cash flows could be impacted by, among other things, changes in estimates of the useful lives of the assets
(e.g., degradation in the quality-of images downloaded from the satellite), changes in estimates of our
ability to operate the assets at expected levels (e.g., due to intermittent loss.of satellite transmissions) and
by the loss. of one or several significant customer contracts. :

Goodwill. We evaluate the carrying value of goodwill on an annual basis in the fourth quarter of
each year and when events and circumstances warrant such a review in accordance with SFAS No. 142,
“Goodwill and Other Intanglble Assets.” SFAS No. 142 requires the use of fair value in determining the
amount of impairment, if any, for recorded goodwill. In assessing the recoverability of goodwill ((which
represents the Company’s excess reorganization value- upon emergence from Chapter. 11), we calculate the
fair market value of the Company based on the year-end closing stock price. If the carrying value of ‘
goodwill exceeds the fair market value, impairment is measured by comparing the derived fair value of
goodwill to its carrying value, and any impairment determined is recorded in.the current period. An
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impairment test was performed on recorded goodwill and it was determined that no impairment existed at
December 31, 2005 and 2004, - .

Results of Operations

As discussed above, the Company emerged from bankruptcy protection and adopted fresh-start
accounting effective December 31, 2003. References to “Predecessor Company” refer to the Company -
prior to December 31, 2003. References to “Successor Company” refer to the Company on and after
December 31, 2003, after giving effect to the cancellation of the then-existing common stock and the
issuance. of new securities in accordance with the Plan of Reorganization and application of fresh-start
reporting. As a result of the fresh-start reporting, the Successor Company’s financial statements are not
comparable w1th the Predecessor Company s financial statements.

Revenues. . Revenues for the years ended Deccmber 31, 2005, 2004 and 2003 were $40.7 million,
$31.0 mrlhon and $9.2 million, respectrvely

Approxrmately half of the $9.7 million increase in 2005 revenues resulted from additional sales of
imagery and production services to NGA under the ClearView program in excess of the original contract
award. The remaining increase resulted from the timing of the commencement of OrbView-3 operations
for the U.S. Government. OrbView-3 operations commenced effective in March 2004 under the NGA
ClearView program for imagery and infrastructure enhancements, and in June 2004 for production
services. Revenues generated from OrbView-3 products and services were approximately $35.9 million and
$26.2 million in 2005 and 2004, respectively. Revenues have developed more slowly than anticipated due
to a number of factors, one of ‘which is that many international customers have delayed purchasing
decisions for‘long term contracts pending the outcome of the industry consolidation currently underway
(see “Space Imaging Acquisition” discussion above). Management believes this delay will continue into
2006 until the Company and Space Imaging can effectively promote the combined capabilities and product
portfolios of the two companies. In 2006, our contracts under the ClearView, program provide for NGA to
pay us a minimum of $36 million for IKONOS related imagery products and $13 mrllron for OrbView-3
related imagery products.

The significant increase in 2004 revenues as compared to 2003 was primarily due to the”
commencement of OrbView-3 operations for the U.S. Government and our major international customers.
In February 2004, the OrbView-3 satellite commenced regular operations for our regional distributor in
Japan. In March 2004, we were awarded a contract to supply NGA with imagery and value-ddded
products from the OrbView-3 satéllite. NGA’s ClearView award provided us with guaranteed minimum
revenues of $27 5 million over two years, of which approximately $10.5 million and $12 million represented
minimum corhmitments to purchase imagery in years one and two, respectively. The contract also provided
for NGA to reimburse approximately $5 million for infrastructure costs we incurred to provide the '
required imagery. In Juné 2004, we received a task order to provide $6. 4 mrlhon ‘of production services to
NGA under the ClearVrew program during the first year of the contract

- Direct Expenses. Direct expenses include the costs of operating: and deprecmtrng the OrbView-3
satellite, the OrbView-2 license and the relatéd ground stations and construction costs related to the
OrbView-3 distributor-owned ground stations. Labor éxpenses and depreciation represent the largest.
components of direct expenses. Direct expenses for the years ended December 31, 2005, 2004 and 2003
were $38.1 million, $33.8 million and $10.7 million, respectivély.

Approximately $3.1 million of the increase in direct expenses in 2005 resulted from the timing of the -
commencement of the depreciation of the OrbView-3 satellite in February 2004. ORBIMAGE recorded
depreciation expense on the OrbView-3 satellite and related ground: systems of $21.7 million and
$18.6 million for the year ended December 31, 2005 and 2004, respectively. In addition, $1.7 million of
the 2005 increase in direct costs resulted from the recognition of ClearView infrastructure enhancement
costs that.were incurred in 2004 but had been deferred as of December 31, 2004 and amortized over the
remaining contract period once the enhancements were accepted by NGA. These increases were offset by
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a $0.7 million decrease in OrbView-2 depreciation expense that resulted from the satellite reaching the end
of its depreciable life in the second quarter of 2005. '

Direct expenses increased by $23.1 million 2004 as compared to 2003. Approximately $18.6 million of
_ the increase consisted of depreciation expense related to OrbView-3 and its related ground systems which
were placed in service in early 2004. Approximately $3.8 million of the remaining increase resulted
principally from increased staffing requirements in connection with the commencement of service to our
OrbView-3 customers in the U.S. and overseas. Another $2.5 million resulted from incréases in materials,
insurance ‘and other direct costs associated with OrbView-3 operations that commenced in 2004. These
increases were offset by a $2.4 million reduction in costs incurred related to the construction of a
distributor ground station which was completed in early 2004.

Selling, General and Administrative Expenses. Selling, general and administrative (“SG&A”)
expenses include the costs of marketing, advertising, promotion and. other selling expenses, as well as the
costs of the finance, administrative and general management functions of the Company. SG&A expenses
for the years ended December 31, 2005, 2004 and 2003 were $12.3 million, $11.7 million and $4.7 million,
respectively. SG&A expenses increased by $2.3 million in 2005 as compared to 2004 due to increased sales
and marketing expenditures to pursue business opportunities, increased staffing of both the sales and
administration functions, and increased expenses associated with regulatory compliance. These increases
were offset- by a $1.9 million reduction in compensation expense associated with the amortization of
restricted stock. Approximately half of the $7.0 million increase in SG&A expenses between 2004 and
2003 resulted from the amortization of deferred compensation associated with stock awards granted to
employees. Another $0.7 million of the increase resulted from internal labor costs and consultant expenses
associated with preparing the successful NextView proposal. The remaining variance consisted primarily of
an increase in labor costs of $0.8 million and an increase of $1.3 million resulting from non-labor expenses
associated with the commencement of OrbView-3 business operations in 2004,

Loss on Sale of Satellite License. On September 12, 2003, the Predecessor Company signed a
settlement agreement with MDA concerning its remaining marketing rights in the long-delayed Canadian
RadarSat-2 satellite program. The Predecessor Company had originally paid $30 million to MDA to
acquire an exclusive territorial license to distribute and sell RadarSat-2 imagery in North America (except
Canada), and was obligated to pay an additional $10 million to MDA as final payment prior to. the
Chapter 11 filing, Under the terms of the settlement agreement, the Predecessor Company received
$10 million from MDA on October 1, 2003, $1 million on October 1, 2004 and $1 million on October 1,
2005. In exchange, the Predecessor Company agreed to end its dispute with MDA and return its limited
licenses in RadarSat-2 back to MDA, the prime contractor for the program. The Predecessor Company
recorded a loss on the sale of the RadarSat-2 Territorial License of $18.2 million in 2003.

Interest Expense, net. Net interest expense for the year ended December 31, 2005 was $14.1 million.
Interest expense on both the Senior Notes and the Senior Subordinated Notes was payable in kind at an
annual rate of 13.625 percent through December 31, 2004. Beginning on January 1, 2003, the Senior
Notes and Senior Subordinated Notes incurred interest at an annual rate of 11.625 percent, payable in
cash on a semiannual basis. The 2005 interest expense amount represents interest expense of $13.4 million
on the Company’s Senior Floating Rate Notes (which includes $1.4 million of amortized prepaid financing
costs and excludes $5.8 million of capitalized interest expense) and $4.6 million of interest expense
incurred on ORBIMAGE Ine¢.’s Senior Notes and Senior Subordinated Notes, which were repaid in the
first quarter and second quarter of 2003, respectwely Interest i income for 2005 was approximately
$3.9 million.

We recorded net interes1z expense of approximately $10.3 million during the year endcd December 31,
2004, which represents interest incurred on the Senior Notes and Senior Subordinated Notes. The
Predecessor Company recorded net interest expense of $1.3 million for the year ended December 31, 2003.
Interest expense in 2003 represented interest expense on debt incurred for the purchase of insurance
coverage for the combined risk of launch, satellite checkout and on-orbit satellite operations with respect
to OrbView-3. The total amount borrowed was approximately $17.8 million. Interest accrued on the
Insurance Loan at an annual rate of 13.625 percent and was added to the principal balance. This loan was
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converted to New Senior Notes on the effective date of the emergence from Chapter 11. Net interest
expense in 2003 represents interest obligations incurred under the Predecessor Company’s Senior Notes. .
The Predecessor Company ceased recognizing interest expense on the date the Predecessor Company filed
under Chapter 11. If the Predecessor Company had recorded interest expense on its existing debt during
the Chapter 11 period, interest expense for the year ended December 31, 2003 would have increased by
approrumately $28.0 million.

Loss from Early Extinguishment of Debt. On March 31, 2005, ORBIMAGE repaid its Senior Notes '
_ due 2008 out of existing cash received pursuant to the exercise of warrants by certain investors during the °
first quarter of 2005. This payment included $0.6 million representmg interest expense that would have
been payable through June 30, 2005, the date of the initial interest payment, in accordance with the terms’
of the associated indenture agreement. Included in the loss amount is approximately $1.2 million which
represents the write-off of the unamortized portion of consent fee payments ‘paid in 2004 to the note-
holders to allow the Company to use its cash flows from existing operations’ toward project costs for the
GeoEye-1 satellite, and approximately $0.9 million represents payments to certain executive officers for
refinancing the notes prior to their matunty in 2008 under the terms of an employment agrcernent entered
into in October 2003. ' : : :

3

Unrealized Gain on Derivative Instrument. In June 2005, the Company entered into an interest rate
swap agreement, effectively hedging $250 million of its LIBOR-based floating rate term. debt for.three
years. As a result of entering into the agreement, the interest rate to be paid by the Company relating to.
the hedged portion of its debt will be fixed at 13.75 percent rather than on a three-month LIBOR plus
9.5 percent. Although the interest rate swap agreement provides the Company with an economic hedge
against interest rate risk, the Company, after reviewing.the applicable derivative accounting rules,
determined that it did not have adequate documentation at inception of the interest rate swap,agreement
to qualify for hedge accounting treatment under SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities,” as amended. Since th¢ Company’s derivative transaction does not qualify for
hedge accounting treatment, the Company is applymg ‘mark to market” accounting, the effect of which is.
the inclusion in net income of any increases or decreases in the fair value of derivative instruments. The
Company recorded an unrealized gain on this derivative mstrument of $2 3 million for the vear ended
December 31, 2003.

Reorganization Items. In accordance with SOP 90-7, reorganization items have been segregated
from continuing operations in the Statement of Operations. The' largest component of reorganization items
for 2003 is a gain of $104.8 million that was recorded on the discharge of the Predecessor Company’s old
Senior Notes. Reorganization items incurred during 2003 also include legal and advisory fees incurred in
conjunction with the Chapter 11 process of $6.1 million ‘ :

Benefit for Income Taxes. No income tax beneﬁt was recorded for the years ended December 31,
2005, 2004 and 2003 due to uncertainty regarding sufficiency of taxable'income in future periods. As of
December 31, 2005, we had net operating loss, carry-forward totaling approxrmately $193 million, which
expire beginning in 2021 Such net operating loss carry-forwards are subJect to certain 11n11tat10ns and
other restrictions. :

Backlog. Total _negotiated backlog excludlng the NGA’s expected remammg contribution relatlng 10

GeoEye-1 construction costs was $219.4 million at December 31, 2005. This amount includes both funded
backlog (unfilled firm orders for our products and services for which funding has been both authorized and
appropriated by the customer) and unfunded backlog (firm orders for which funding has not yet ‘been
appropriated). The contracts are generally for terms of up to four years, and the customers have options to
renew. Negotiated backlog does not include unexercised options or task orders to-be issued under
indefinite-delivery/indefinite quantity (“IDIQ”) type contracts. Total funded backlog was $22.3 million at
December 31, 2005. In addition, the NGA’s share of GeoEye-1 construction costs of up to $237.4 million
will be recognized as revenue on a straight-line basis over the imagery dehvery term of the program after ‘
GeoEye-1 has been placed into service. : :
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Liquidity and Cash Flows

Net cash provided by operating activities was $125.5 million in 2005 and $27.5 million in 2004 while
cash used for operating activities was $3.0 million in 2003. Net income, after adjustments for non-cash
items such as depreciation, amortization, unrealized gain on derivative instrument, loss on éarly
extinguishment of debt and stock compersation, was $3.0 million. Changes in working capital provided
cash of $127.3 ‘million and were primarily attributable to a $103.5 million increase in deferred revenue,
which represents milestone payments received from NGA for the NextView program through December
2005. The Company has achieved each of the program milestones on the NextView contract from’
inception through December 31, 2005 in accordance with the milestone schedule. The Company has
received approximately $129.6 million of NextView milestone payments from NGA since inception, which
represents all of the payments that were currently available under the milestone schedule.

In 2004, net income after adjustments for non-cash items was $13.2 million while changes in working
capital provided $14.3 million in net operating cash. Working. capital in 2004 was generated principally
from the commencement of OrbView-3 operations. The Predecessor Company’s net loss after adjustments
for non-cash items was $10.2 million in 2003, while changes in working capital provided operating cash of .
$5.8 million. During 2003, the most significant source of operating ‘cash was an $8.5 million payment
received for completion of the distributor ground station in Japan. '

Investing activities used cash of $179.6 million in 2003, $3.5 million in 2004 and $9.1 million in 2003.
Capital expenditures associated with the NextView program were approximately $172.5 million for the
year ended December 31, 2005. This amount includes $47.5 million of amounts payable to subcontractors
at the end of 2004 which were paid in 2005, but does not include $30.0 million of 2005 capitalized
NextView expenditures payable to subcontractors which will be paid in 2006. Cash used for investing
activities in 2005 also includes an initial payment of $6.0 million for the purchase of Space Imaging and
approximately $1.8 million of acquisition-related out-of-pocket expenditures. Most of the 2004 capital
expenditures represent internal salary and related costs as well as external costs associated with the in-orbit
checkout of OrbView-3 and related ‘systems and costs incurred to build the GeoEye-1 satellite. During
2004, the Company also incurred an additional $47.5 million of capitalized GeoEye-1 costs which were
owed to the program’s subcontractors at December 31, 2004 and were paid in 2005. In 2003, the '
Predecessor Company used $21.4 million for capital expenditures, $15.6 million of which was used to
purchase launch insurance for OrbView-3. Offsetting those expenditures was the receipt of $10 million
from MDA for the sale of the territorial license to distribute and sell RadarSat-2 imagery and $2.3 ‘million
of launch delay payments paid to the Predecessor Company by Orbital Sciences as a result of delays in
launch and check-out of the OrbView-3 satellite.” ‘ '

The system procurement agreement with Orbital for our existing satellite system is now largely -
complete save for post-launch on-orbit milestone payments we may owe to Orbital in connection with the
ongoing performance of our OrbView-3 satellite. Under the system procurement agreement, as modified by
the settlement agreement, a $1.5 million on-orbit milestone payment was paid in May 2005, the one-year
anniversary of the date of acceptance by ORBIMAGE of the OrbView-3 system. In addition, annual post-
launch on-orbit payments to Orbital Sciences were reduced and will now be payable in maximum amounts
of up to $1.125 million on each of the first five anniversaries of the acceptance by ORBIMAGE of the
OrbView-3 system, for a total possible maximum obligation of $6.375 million. The Company. made an on-
orbit incentive payment of $1 125 m11110n payment to Orbltal Sciences in 2005.

Net cash provided by financing activities was 1$220.0 mllhon in 2005 In February 2005, ORBIMAGE
commenced a rights offering in which the Company issued to its existing shareholders transferable
subscription rights to purchase up to an aggregate of approximately 3.26 million investment units, each
consisting of one share of common stock and warrant to purchase a share of common stock at a cash
exercise price of $10.00 per share. The subscription rights expired on March -14, 2005 and the offering was
oversubscribed. ORBIMAGE received approximately $32.6 million from-the rights offering on March 24,
2005. The Company also received $42.5 million of proceeds from the exercise of warrants which were
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issued in November 2004 to certain private investors associated with a private placement of equity that
took place in the fourth quarter of 2004.

On June 29 2005, ORBIMAGE Holdings Inc. issued $250 million. aggregate principal amount of
Senior Secured Floating: Rate Notes due 2012 (the “Notes”). The Notes were offered in a private
~ placement to certain qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933.
The purpose of the offering was to contribute the proceeds to the capital of its wholly-owned subsidiary,
ORBIMAGE Inc., to be used for construction costs for the GeoEye-1 satellite, to mandatorily redeem all
of the outstanding Senior Subordinated Notes of ORBIMAGE Inc. that were to mature in 2008 and for
general working capital purposes. In connection with this issuance, on June 29, 2005, ORBIMAGE
Holdings entered into a Security Agreement with The Bank of New York (“BONY™”), as Collateral
Agent, pursuant to which ORBIMAGE Holdings granted a first priority lien on and security interest in
substantially all of the assets of ORBIMAGE Holdings. ORBIMAGE Inc. was prohibited from issuing a
guarantee of the Notes at the date of issuance due to restrictions in the indenture governing its Senior
Subordinated Notes.

The Notes were issued at a discount of two percent of total principal. Consequently, ORBIMAGE
Holdings received $245 million of cash proceeds at closing. Concurrently with the closing of the offering,
ORBIMAGE Holdings entered into an escrow agreement with BONY as Trustee and Escrow Agent
whereby ORBIMAGE Holdings deposited $126.9 million into an escrow account, to remain until such
time as ORBIMAGE Inc. could issue a guarantee of the Notes. Approximately $8.9 million was used to
pay certain transaction-related expenses. The remaining $109.5 million was contributed by ORBIMAGE
Holdings to the capital of ORBIMAGE Inc. As a result of this capital contribution, on June 30, 2005,
ORBIMAGE Inc. had “Unrestricted Cash” as defined in the indenture governing its existing Senior
Subordinated Notes in an amount sufficient to require ORBIMAGE Inc. to redeem the Senior
Subordinated Notes pursuant to the mandatory redemption provisions of that indenture. ORBIMAGE Inc.
redeemed the Senior Subordinated Notes on July 6, 2005. Upon redemption of the Senior Subordinated
Notes, ORBIMAGE Inc. provided its guarantee of the Notes, and the escrow was released to
ORBIMAGE Holdings on July 11, 2005. The Company recorded a loss of approximately $2.7 million
relating to the early extinguishment of the Senior Subordinated Notes during 2005. Included in the loss
amount is a prepayment penalty of $0.6 million in accordance with the terms of the associated Senior
Notes indenture agreement. Also, approximately $1.2 million represents the write-off of the unamortized
portion of consent fee payments. paid in 2004 to the noteholders to allow the Company to use its cash
flows from -existing operations toward project costs for the GeoEye-1 satellite, and $0.9 million represents
payments to certain executive officers for refinancing the Senior Notes and Senior Subordinated Notes
prior to their maturity in 2008 under the terms of an employment agreement entered into in October 2003.

. The Notes will bear interest at a rate per annum, reset semi-annually, equal to the greater of six-
month LIBOR or three percent, plus a margin of 9.5 percent. ORBIMAGE Holdings has entered into an
interest rate swap arrangement pursuant to which it has fixed its effective interest rate under the Notes at
13.75 percent through July I, 2008. The fair value of this cash flow hedge is approximately $2.3 million
and has been recorded in other assets in the consolidated balance sheets as of December 31, 2005. Under
the instruments governing our senior floating rate notes, we are prohibited from paying dividends until the
principal amount of all such notes have been repaid. =~

On June 29, 2005, ORBIMAGE Holdings entered into a Reglstranon Rights Agreement under which
ORBIMAGE Holdings was required to file a registration statement within 180 days after the issnance date
of the Notes, enabling holders to exchange the notes for publicly registered notes with substantially
identical terms. The failure to comply with the obligations under this agreement requires ORBIMAGE
Holdings to pay additional interest on the Notes at ani annual rate of one percent, beginning December 27,
2005. :

Net cash provided by financihg activities was $22.2 million in 2004 and $20.2 million in 2003. In
conjunction with the NextView program, on November 16, 2004, ORBIMAGE completed a private
placement in which the Company issued investment units composed of 3.25 million shares of common
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stock and warrants to purchase 4.25 million shares of common stock for a purchase price of $10 per share.
At the closing of the private placement, the Company received $32.5 million in gross proceeds.
Additionally, ORBIMAGE incurred approximately $10.2 million of investment management fees and legal
and other professional costs associated with the debt offerings that was executed in 2005. The 2003
amount consists of $19.1 million of loan proceeds that were used to procure launch insurance for
OrbView-3 and $2.5 million of proceeds loaned by Orbital Sciences to the Predecessor Company. The
insurance loan was converted into ORBIMAGE Senior Notes and the Orbital Sciences loan was converted
into Successor Company Senior Subordinated Notes upon emergence from bankruptcy

Our operatlons are subject to certain risks and uncertainties that are 1nherent in the remote sensing
industry. We have incurred net losses since inception, and we believe that we will continue to do so in
2006. As of December 31, 2005, we had $226.5 million of unrestricted cash and cash equivalents. As .
stated previously, approximately $30.0 million of this balance is committed for payments to subcontractors
under the NextView program. The Company’s performance under the NextView Contract requires
significant capital expenditures to develop, manufacture and launch the GeoEye-1 satellite. Funding of the
Company’s operations and obligations under the NextView Contract requires approximately $265 million
over-a period of approximately two and one half years. The Company is using funds for these expenditures
from a combination of sources, including (i) completed equity issuances totaling $65 million;

(ii) $155 million of additional indebtedness; and (iii) cash flow generated by the Company’s existing
business in the amount of approximately $45 million. ORBIMAGE secured its equity commitment
through the private placement of equity which closed in November 2004 and the subscription rights
offering which closed in March 2005, and secured its debt commitment through the issuance of the Notes
described above.

Revenues have developed more slowly than anticipated due to a number of factors, one of which is
that many international customers have delayed purchasing decisions for long term contracts pending the
outcome of the industry consolidation currently underway (see “Space Imaging Acquisition” discussion
above). Management believes this delay will continue into 2006 until the Company and Space Imaging
can effectively promote the combined capabilities and product portfolios of the two companies.
Management does not believe the delay in revenues will affect the Company’s ability to fund its portion of
the NextView program. : '

Since our emergence from Chapter 11, we have funded our non-NextView capital expenditures and
cash flows from operating activities using cash on hand and revenues from existing contracts. Our cash
flows from operating activities have been positive since the commencement of full OrbView-3 operations at
the end of the first quarter of 2004. Our operating cash flows became more predictable since 2003 due to
payments of guaranteed minimum amounts on our primary imagery contracts by all of our major
customers, including the U.S. Government. We believe that we currently have sufficient resources to meet
our operating requirements through the next twelve months, but our ability to be profitable and generate
positive cash flow through our operations beyond that period is depcndent on the continued expansion of
commercial services,; adequate customer acceptance of our products and services and numerous other
factors. ‘ Co

Capital Structure and Resources

At December 31, 2005 our total long ~term debt consrsted of $250 mllhon of Senior Secured Floating
Rate Notes due 2012. On January 10, 2006, ORBIMAGE Holdings, SI Opco and ORBIMAGE SI
Holdco Inc. (“SI Holdco”), an indirect wholly owned subsidiary of ORBIMAGE Holdings, entered into a
Credit Agreement (the “Credit Agreement”) with the Lenders named therein, Credit Suisse, Cayman
Islands. Branch, as Administrative Agent and The Bank of New York, as Collateral Agent. The Credit
Agreement provides for SI Opco to draw down senior secured term loans of $50 million in full on the
closing date with a maturity date of July 1, 2008, at which time the principal amount of the loans will be
paid in full. The. interest rate per annum applicable to loans is the Eurodollar Rate plus an applicable
margin. At no time will the Eurodollar Rate be less than 3.00 percent or more than 5.00 percent.
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SI Opco will also be required to. prepay the loans with 100 percent excess cash flow of SI Holdco and
its consolidated subsidiaries, calculated on a quarterly basis. SI Opco.will be required to prepay the loans *
with, subject to certain exceptions and thresholds, 100 percent of the net proceeds of certain asset sales or
dispositions, certain.indebtedness, certain equity sales or issuances, insurance recoveries and condemnation
events. Voluntary prepayments of the loans.are permitted in whole or in part, in minimum amounts and
subject to certain other limitations and penaltres as set forth in the Credit Agrecment

The loans and other obhgat1ons under the Credlt Agreement are guar’anteed.by SI Holdco Inc. and
secured by substantially all of the tangible and intangible assets (including, without limitation, intellectual
property, material owned real property and all of the capital stock of SI Opco) of each of SI Hdéldco and
SI Opco pursuant to a Security Agreement, dated January 10 2006, between SI Holdeo, S1'Opco and -
The Bank of New York, as-Collateral Agent

The Credit Agreement requlres SI Holdco and. SI Opco 10 comply with certain covenants restnctmg
or limiting their ability to, among other things. (i) guarantee or incur indebtedness and grant liens on ‘our
assets; (ii) engage in mergers, acquisitions or other business combinations; (iii)sell assets; (iv) declare -
dividénds or redeem or repurchase capital stock; (v) make loans or investments; (vi) restrict our ability to
pay dividends or make other sharéholder distributions;. (vii) enter into transactions with affiliates;

(viii) amend or otherwise alter terms of certain material agreements and certain debt; (ix) make capital
expenditures; (x) engage in sale leaseback transactions; (xi) change our fiscal reporting periods; and
(xii) agree'withvother creditors not-to grant liens on our properties. The Credit Agreement also contains
certain customary representations and -warranties, affirmative covenants and events of default, including
change of control, cross-defaults to other debt and material judgments.

At December 31, 2005, we had contractnal commitments to repay debt and to make payments under
operating leases. Payments due under these long-term obligations and’ comrmtments are as follows:

Payments Due by Period
" Less Than . After

A Total : 1 Year 1-3 Years 4-5 Years 5 Years
o ' S : L ' - (In thousands) o
Long-termdebt.................... $480,938 $34,375 $69,688 $72,500  $304,375
Operatmg lease commltments ....... 6,990 1,106 2,292 2,046 1,546

Total contractual cash obhgatlons(l) $487,928: $35481  $71,980. $74,546 - $305,921

(1) Excludes annual post- launch OrbVlew-3 on orbit payments of up to $1.125 million per year for four v
years' for which actual payment amounts are contmgent on satelhte performance imetrics. )

Under the Plan of Reorgamzatlon as conﬁrmed by the Bankruptey Court all of the existing preferred
stock, common stock and any options and warrants outstanding were cancelled as of the effective date of
the reorganization. The capital stock of the Successor Company consists of 25.0 million authorized shares
of new common stock. Holders of the Predecessor Company senior notes and the general unsecured
creditors received a pro-rata distribution of 6.0 million shares of the Successor Company common. stock on
the Effective Date. These shares currently trade publicly in the over-the counter markets. Another
0.5 million shares of restricted stock and 0.4 million stock options have been issued as employee
compensation since emergence from Chapter 1. These shares will vest over periods ranging from one to
three years. The Predecessor-Company’s outstanding preferred stock and outstanding warrants were . . -
cancelled as of the Effective Date. Holders of the Series A preferred stock were issued a pro-rata share of
warrants to purchase up to 318,947 shares of Successor Company common stock-at $28.22 per share.
These warrants expire on December 31, 2007. These warrants were 'valued by the Successor Company at E
$2.04 per share. In 2004 and 20035, the Company issued 6.5 million shares of common stock and
approximately 6.5 million new ‘warrants (of which approx1mate1y 4.3 mllhon were exerc1sed) in
conjunction with the NextView program.. : : :
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In 2006, in connection with the Credit Agreement, ORBIMAGE Holdings established a new class of
preferred stock, par value $0.01 per share (the “Series A Preferred Stock”) pursuant to a Certificate of
Designation filed with the Secretary of State of Delaware on January 10, 2006 (the “Certificate of
Designation™), entered into a Preferred Stock Purchase Agreement, dated as of January 10, 2006 among
the ORBIMAGE Holdings and the Lenders under the Credit Agreement (the “Preferred Stock Purchase
Agreement”), and issued 1,000 shares of the Series A Preferred Stock to the Lenders under the Credit
Agreement pursuant to the Preferred Stock Purchase Agreement. Each share of the Series A Preferred
Stock will initially have a Liquidation Preference of $0.01 per share and will mature and be redeemable
only when all Senior Credit Obligations (as defined in the Credit Agreement) have been paid in full.
Followmg an event of default under the Credit Agreement, a majority of the Lenders under the Credit
Agreement w111 have the nght to elect for the aggregate Liquidation Preference of the Series A Preferred
Stock to increase to an amount equal to the Senior Credit Obligations, as defined in the Credit
Agreement. Following the date of such an election (the “Trigger Date™), dividends will accrue on the
Liquidation Preference of the Series A Preferred Stock at a rate per annum equal to 15 percent of the
Liquidation Preference, payable quarterly, which we may elect to capitalize and add to the Liquidation
Preference of the Series A Preferred Stock. All payments or recoveries received by the Lenders under the
Credit Agreement will reduce dollar for dollar the Liquidation Value of the Series A Preferred Stock, and,
subject to certain limitations, payments and redemptions of Series A Preferred ‘Stock will result in a '
corresponding decrease in the amount of Senior Credit Obligations under the Credit Agreement. After the
Trigger Date, the Liquidation Preference. of the. Series A Preferred Stock will be redeemable at the option
of the ORBIMAGE Holdings at a premium to the Liquidation Value, if redeemed between January 10,
2008 and January 9, 2010, or at 100 percent of the Liquidation Value thereafter. In addition, after the
Trigger Date the ORBIMAGE Holdings will be required to redeem Preferred Stock with up to 75 percent
of its Free Cash Flow semi-annually, to the extent that such a redemptlon would be permitted by the
terms of its Senior Secured Floating Rate Notes due 2012 and to the extent that such Free Cash Flow
was not used to redeem Notzs as required under the Indenture. Frec Cash Flow is defined to have the
same meaning as under the Indenture. After the. Trigger Date, the Series A Preferred Stock will mature
on the later of August 1, 2010, or the earliest date on which ORBIMAGE Holdings is permitted to
redeem the Series A Preferred Stock under the Indenture governing its Senior Secured Floating Rate
Notes due 2012.

As additional consideration to the Lenders under the Credit Agreement for making the Loans
thereunder, ORBIMAGE Holdings issued to the Lenders warrants, expiring the later of (x) January 10,
2009 and (y) the six month anniversary of the earlier of (i) the payment in full of all Senior Credit
Obligations under the Credit Agreement.and (ii) the redemption of all outstanding shares of Series A
Preferred Stock, to purchase 1,000 shares of Common Stock of ORBIMAGE Holdings for an exercise
price of $15.00 per share. The Warrants were issued pursuant to a Warrant Agreement, dated as of
January 10, 2006, between ORBIMAGE Holdings and The Bank of New York, as Warrant Agent (the
“Warrant Agreement”). The Warrants and the Warrant Agreement provide for ant1 dilution rights, subject
to certain exceptions, with respect to any issuances of Common Stock below market value, and provide for
demand and “piggy-back” registration rights.

The Series A Preferred Stock and the Warrants were sold to institutional “accredited investors” as
defined in Regulation D under the Securities Act of 1933, as amended (the “Act”), pursuant to an
exemption to the registration requirements under the Act and were not registered under the Act, and may
not be offered or sold in the United States absent registration or an applicable exemption from registration
requirements. ‘

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123(R),
“Share-Based Payments,” that, upon implementation, will impact the Company’s net earnings and earnings
per share, and change the classification of certain elements of the statement of cash flows. Effective
January 1, 2006, the Company adopted SFAS No. 123(R) and related Securities and Exchange
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Commission rules included in Staff Accounting Bulletin No. 107 on a modified prospective basis.
SFAS No. 123(R) requires stock options and other share-based payments made to employees to be
accounted for as compensation expense and recorded at fair value, and to reflect the related tax benefit
received upon exercise of the options in the statement of cash flows 'as a financing activity inflow rather
than an adjustment of operating activity as currently presented. The Company will continue to use the
Black-Scholes option pricing model to estimate the fair value of stock opttons granted subsequent to the
date of adoption of SFAS No. 123(R). : - , :

The Company’s Employee Stock Incentive Plan provides for the grant of vanous types of stock based
incentive awards, including stock options, restricted stock and other stock- based grants. The types and mix
of stock-based incentive awards are evaluated on an ongoing basis and may vary based on management S
overall strategy regarding compensation, including consideration of the impact of expensing stock option
awards on the Company’s results of operations subsequent to the adoption of SFAS No. 123(R) Based on
current analyses and information, the Company expects that the combination of expensing stock options
upon adoption of SFAS No. 123(R) in 2006 and grants of restricted stock units will result in additional
expense, net of state income tax benefits, totaling apprommately $0.4 million (or a reduction of net
earnings per share of $0.02) on a full-yéar basis.

=

In May 2005, the FASB issued SFAS No. 154, “Accountlng Changes and Error Corrections, a
replacement ‘of APB Opinion No. 20 and FASB Statement No. 3.” SFAS No. 154 requires retrospective
application to prior period financial statements of a voluntary change in accounting principle and is
effective for period beginning after December 15, 2005. The effect of adoption of SFAS No. 154 will
depend upon the nature of accounting changes the Company may initiate in future periods if any.

On February 16, 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid' F1nanc1al
Instruments, an amendment of FASB Statements No. 133 and 140.” SFAS No. 155 permits the Company
to elect to measure any hybrid financial instrument at fair value (with changes in’ fair value recognized in
earnings) if the hybrid instrument contalns an embedded detivative that would otherwise be required to be
bifurcated and accounted for separately under SFAS No. 133. The election to measure the hybrid
instrument ‘at fair value is made on an instrument-by-instrument basis and is irreversible. The Statement is
effective for all financial instruments acquired or issued after the beginning of an entity’s first fiscal year
that begins after September 15, 2006. We do not expect the adoptlon of SFAS No. 155 to have a material
impact on our financial position or results of operations.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

Our primary exposure to market risk relates to interest rates. Our financial instruments which are
subject to interest rate risk pr1nc1pa11y are limited to floating rate long-term debt. These notes are subject
to interest rate fluctuation because the interest rate is reset semi-annually for the term notes. A 100 basis
point mcrease in market intérest rates on the notes would result in an annual increase in the Company’s
interest expense of approximately $2 5 million. The Company is using an interest rate swap to mltlgate its
interest rate exposure. '

38




Item 8. Financial Statements and Supplementary Data

ORBIMAGE HOLDINGS INC.
INDEX TO FINANCIAL STATEMENTS

Report of Independent Registered Public Accountlng Flrm on Internal Control over Flnanc:1al
RepOrting . . oot e

Report of Independent Reglstered Public Accounting Flrm ......................... PR
Consolidated Statements of Operations — Years Ended December 31 2005, 2004 and 2003 ........
Consolidated Balance Sheets — December 31, 2005 and 2004 ... ... ... ... .. .

Consolidated Statements of Cash Flows -— Years Ended December 31, 2005, 2004 and 2003 R

Consolidated Statements of Stockholders’ Equity — Years Ended December 31, 2005 2004, and
2003 e e e

Notes to Consolidated Financial Statements .. ............. e

39



Report of Independent Registered Public-Accounting Firm
on Internal Control over Financial Reporting

Board of Directors and Shareholders ‘
ORBIMAGE Holdings Inc.
Dulles, VA

We have audited management’s assessment, included in the accompanying Management’s Report on
the Financial Statements and Internal Control over Financial Reporting, that ORBIMAGE Holdings Inc.
did not maintain effective internal control over financial reporting as of December 31, 2005, because of the
effect of a material weakness identified in management’s assessment, based on criteria established in ‘
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). ORBIMAGE Holdings Inc.’s management is responsible for maintaining
effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Company’s internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained in all
material respects. Our audit included obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a
material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate.

A material weakness is a control deficiency, or a combination of control deficiencies, that results in
more than a remote likelihood that a material misstatement of the annual or interim financial statements
will not be prevented or detected. The following material weakness has been 1dent1ﬁed and included in
management’s assessment:

Controls in place relating to the selection and application of accounting policies in conformity
with generally accepted accounting principles related to non-routine and non-systematic transactions
were not properly designed to provide reasonable assurance that such policies and principles would be
adequately followed.

This material weakness was considered in determining the nature, timing and extent of audit tests
applied in our audit of the 2005 consolidated financial statements, and this report does not affect our
report dated March 31, 2006 on those consolidated financial statements.
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In our opinion, management’s assessment that ORBIMAGE Holdings Inc. did not maintain effective
internal control over financial reporting as of December 31, 2005, is fairly stated, in all material respects,
based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Also, in our opinion; because of the'
effect of the material weakness described above on the achievement of the objectives of the control
criteria, ORBIMAGE Holdings Inc. has not maintained effective internal control over financial reporting
as of December 31, 2005, based on criteria established in Internal Control —Integrazed Framework issued
by the Committee of Sponsonng Orgamzatlons of the Treadway Commijssion (COSO)

/s/ BDO Seidman, LLP

Bethesda, Maryland
March 31, 2006

41




Report of- Independent Reglstered Publlc Accountmg Firm,
Board of Dlrectors and Stockholders S - R ".- C o
ORBIMAGE Holdings, Inc - P - ‘ -
Dulles, VA - :

We have audited the : accompanylng consohdated balance sheefs of ORBIMAGE Holdmgs Inc.
(Successor Company) as of Decembcr 31 2005 and 2004 and the related consolldated staternents of '
operations, stockholders” equity, and cash flows for thé yeai's ended December 31, 2005 and 2004. We
have also audited the consolidated statements of operations, stockholders’ equity and cash flows of Orbital
Imaging Corporation (Predecessor to ORBIMAGE Inc.) for the year ended December 31, 2003. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion. »

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of ORBIMAGE Holdings, Inc. at December 31, 2005 and 2004, and the
results of its operations and its cash flows for the years ended December 31, 2005 and 2004, and the
results of operations and cash flows of Orbital Imaging Corporation for the year ended December 31,
2003, in conformity with accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of ORBIMAGE Holdings, Inc.’s internal control over financial
reporting as of December 31, 2005, based on criteria established in Internal Control — Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) and our report dated March 31, 2006, expressed an unqualified opinion on management’s
assessment of the effectiveness of the Company’s internal control over financial reporting and an adverse
opinion on the effectiveness of the Company’s internal control over financial reporting.

/s/ BDO Seidman, LLP

Bethesda, Maryland
March 31, 2006
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ORBIMAGE HOLDINGS INC.

CONSOLIDATED STATEMENTS OF OPERATIONS.

Successor Company
Years Ended
December 31,

Predecessor Company
Year Ended

2005 2004 December 31, 2003
(In thousands, except share data)

Revenues . . ...oooii i e $ 40,702 $ 31,020 $§ 9219
Direct €Xpenses ..............oiiiiiiiii 38,116 _ 33,754 10,697
Gross profit (loss) ...l e .. 2,586 (2,734) (1,478)
Selling, general and administrative expenses ............... 12,341 11,746 4,744
Loss on sale of satellite license .......................... — — 18,205
Loss from operations .. .................. TR (9,755)  (14,480) (24,427)
Interest expense, net (excludes contractual interest of $26,156

in 2003) ........... e e 14,083 10,259 1,303
Loss from early extinguishment of debt ................ ... © 2,758 — —
Unrealized gain on derivative instrument .................. (2,341) — —
Loss before reorganization items and provision (benefit) for

Income taxes. .. ..ooovevtiiin .. R {24,255)  (24,739) (25,730)
Reorganization items: .

Gain on debt discharge ............. e — — (116,056)

Professional fees . ......oovrivreer i — —_ 6,067

Interest earned on accumulated cash and cash equivalents ‘

during Chapter 11 proceedings................ P — = _ (30)

Earnings (loss) before provision (benefit) for income taxes ..  (24,255)  (24,739) 84,289
Provision (benefit) for income taxes ...................... — . — , —
Net earnings (1088) ... .vvrriniiiiinn e $(24,255) $(24,739) $ 84,289
Earnings (loss) per common share —basic . ............... $ (1.50) $ (3.80) $ 334
Earnings (loss) per common share — diluted .............. $ (1.50) $ (3.80) $ 173

See accompanying Notes to Consolidated Financial Statements.
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ORBIMAGE HOLDINGS INC.
. CONSOLIDATED BALANCE SHEETS

December 31, December 31,
2005 2004
. (In thousands, except share data)
) . ASSETS
Current assets: o '
Cash and cash equlvalents ........... e $226,504 $ 60,565
Receivables net of allowances of $143 and $126 respectlvely ........... 9,934 12,148
Other CUITENT ASSETS . . .ottt et et e e et e e e e 1,334 e 2,612
Total CUITENE ASSELS .« « v\ vttt ettt et et e s . 231,772 75,325
Property, plant and equipment, less accumulated depreciation of $7,265 and ' '
$3,751, tespectively. . ..ot 33,262 . 18,263
Satellites and related rights, less accumulated depreciation. and amortization , .. . :
of $37,514 and $18,142, respectively ............... ... .. ... e v 241,829 116,640
Goodwill .................... e [P e - 28,490 . 28,490
Otherassets................cvonn.. P P TSR " 28913 10,428

Total assets . ... O $570,266 . - - $249,146

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities: ‘ :

Accounts payable and accrued expenses . ... oo $ 5,700 $ 3,970
Amounts payable to subcontractors ................... e . 29,984 47,545
Accrued interest payable ....... ... ... .. oL e 17,342 X —
Other current liabilities ......... S S T SRR 1,719 2,234 .
Total current liabilities, .........oovvrnennnn... S St 54,745 53,749
Long-termdebt.........00...iiiiiiiii P 245,361 85,018
Defcrred revenue, net of current portlon ............................... 129,625 24,491
Other noncurrent liabilities ................. P [ 3,638, —
Total liabilities ........... ... ... ... ... e QP 433,369 163,258

Commitments and contingencies

Stockholders’ equity:

Common stock, par value $0.01; 25,000,000 shares authorized,
17,442,518 shares issued and outstanding and 9,917,078 shares issued

and outstanding at December 31, 2005 and 2004, respectively......... 175 99
Additional paid-in-capital .......... ... . 186,137 112,373
Unearned compensation . . ...ttt (421) (1,84%)
Accumulated deficit ........... ... . ... ... PSP (48,994) (24,739)

Total stockholders’ equity ...t 136,897 85,888

Total liabilities and stockholders’ equity .................. ... ..... $570,266 $249,146

See accompanying Notes to Consolidatéd Financial Statements.
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ORBIMAGE HOLDINGS INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS.

Successor Company
Years Ended
December 31,

Predecessor Company
Year Ended

2005 . 2004 December 31, 2003
" (In thousands)
Cash flows from operating activities: ‘
Net earnings (10SS) . ..o vutirree ot $(24,255) '$(24,739) $ 84,289
-Adjustments to reconcile net earnings (loss) to net cash . ' o ‘ '
provided by (used) in operating activities:
Depreciation, amortization and other........... S 25,381 22,575 7 3,356
Loss on early extinguishment of debt ................. 2,758 — =
_ Unrealized gain on derivative instrument ............ . (2,341) — -
Interest expense paid in kind ... . ... IR e ' 11,903 "1,403
Stock compensation ... ....... e P Lo 1,424 3,452 -
Gain on debt extinguishment ............. PN — - (116,056)
Loss on sale of satellite license ............... e _— — 18,205
Changes in assets and liabilities:
(Increase) decrease in receivables and other current , e : ,
assets ... e S SR 4,802 (11,993) 5,416
Decrease in other assets . ....oo.oveeennnnnn. o e 1,044 1,000 .. ., . -
Decrease in accounts payable and accrued expenses .. ... © 13,222 (773) . (181)
Increase (dccrease) in deferred TEVENUE . ..ot 103,496 26,075 , 581
- Net cash provided by (used in) operatmg actlvmes ..... oo 125,531 27,500. CL(2,987) .

Cash flows from investing activities: B
Capital expenditures ............ e C(171,757)  (3,530) (21,402)
Payment for business acquisition ... ... ... .. P (7,841) g ‘

* Proceeds from sale of satellite license . ................ S — ~ 10,000
Proceeds from launch delay penalties ................... — — 2,284
Net cash used in investing activities ... ...... e .. (179,598) (3,530) ‘ ' '(9,118)

Cash flows fromfinancing activities: = =~ =~ PR C '
Issuance of long-term debt . ............ ... . ......... 245,000 — —
Issuances of common stock ................ [P 73,840 32,364 —
Extinguishment of long-term debt .. ........ ... ... ... ... (85,018) — —
Long-term debt repayment and issuance costs . ........... (13,816)  (10,174) —
Proceeds from insurance loan .. ..........oovueeenvenn.. — — 17,717
Proceeds from Orbital Sciences note .. .................. — — 2,500
Net cash provided by financing activities . ............... 220,006 22,190 20,217

Net increase in cash and cash equivalents ................. 165,939 46,160 8,112

Cash and cash equivalents, beginning of year ... ........... 60,565 14,405 6,293

Cash and cash equivalents, end of year ................... $226,504 $ 60,565 $ 14,405

Supplemental cash flow information: , ‘

Interest paid . .......... $ 4295 § — $ —

Non-cash items:

Capital expenditures ................. e $(34,625) $(47,545) $ —
Amounts payable to subcontractors .. ......... .. ... ... 29,984 47,545 —

See accompanying: Notes to"Consolidated Financial Statements;

45




ORBIMAGE HOLDINGS INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Additional Total
Common Stock Paid-In Unearned  Accumulated Stockholders’
_ Shares Amount Capital Compensation Deficit Equity
Balance as of Dec_emher 31,2002 ..... 25214000 252 87,507 — (309,653) (221,894)
Netearnings ............c...cooov... — — — — 84,289 84,289
Cancellation of Predecessor Company '
equity and application of Fresh-Start ‘ ‘

accounting . ..., (25,214,000) (252) (87,507) — 225364 137,605
Successor Company — Balance as of

December 31, 2003 prior to

capitalization .................... — — — — C— —
Capitalization of Successor Company .. 6,057,539 60 74,750 — — 74,810
Issuance of restricted stock ........... 275,454 33399 (3,402) — —
Balance as of December 31, 2003 .. ... 6,332,993 63 78,149 (3,402) — 74,810
Netloss...oovveini ... — — —_ - (24,739)  (24,739)
Issuance of common stock associated '

with equity offering, net of issuance ‘ :

COSES . et iien s ooi... 3,405,001 34 32,330 —_ — 32,364
Issuance of restricted stock ....... Ces 179,084 2 1,894 — —_ 1,896
Compensation attributable to vesting of ' ‘

restricted stock ................. . S — —_ —_ 1,557 — 1,557
Balarice as of December 31, 2004 . . . .. © 9,917,078 99 112,373 (1,845) - (24,739) 85,888
Net 1SS ... | - = — = (24255)  (24255)
Issuances of common stock........... ' 3,275,234 .33 31,305 — - 31,338
Warrants exercised .. ................ 4,250,206 43 42,459 — — 42,502
Compensation attributable to vesting of ' B

restricted stock .. ... e e — — R 1,424 — 1,424
Balance as of December 31, 2005 ..... 17,442,518 $ 175 $186,137 § (421) $ (48,994) $ 136,897

See accompanying Notes to Consolidated Financial Statements.
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ORBIMAGE HOLDINGS INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2005

(1) Busmess Operations

ORBIMAGE Holdings Inc., a Delaware corporatlon (“ORBIMAGE Holdmgs”) together with its
consolidated subsidiaries (collectively, “ORBIMAGE,” the “Company” or the “Successor Company”), is
a global provider of Earth imagery products and services. ORBIMAGE Holdings operates an integrated.
system of digital remote sensing satellites, U.S. and international ground stations and.sales channels to
collect, process and distribute Earth imagery products. The Company’s OrbView-3 satellite was
successfully launched on June 26, 2003 and began generating revenues in 2004, providing 1.0-meter
panchromatic (black and white) and 4.0-meter multispectral (color) imagery of the Earth. This imagery -
supports a wide range of applications including general mapping and charting, defense and intelligence, and
commercial applications. ORBIMAGE recognized revenues related to the OrbView-3 satellite of '
$35.9 million and $23.2 million for the years ended December 31, 2005 and 2004, respectively. The
Company’s OrbView-2 satellite was launched on August 1, 1997 and collects one kilometer resolution
multi-spectral imagery that supports a wide array of projects focusing on global environmental monitoring.
The Company recognized revenues related to the OrbView-2 satellite of $4.6 million and $4.4 million for
the years ended December 31, 2005 and 2004, respectively, while the Predecessor Company (as
hereinafter defined) recognized revenues of $3.8 million for the years ended December 31, 2003.

On December 31, 2003 (the “Effective Date), Orbital Imaging Corporation (the “Predecessor
Company”) emerged from reorganization proceedings under Chapter 11 of the Federal bankruptcy laws
pursuant to the terms of the Plan of Reorganization (as hereinafter defined). Upon reorganization, Orbital
Imaging Corporation changed its name to ORBIMAGE Inc., a Delaware corporation. ORBIMAGE
Holdings Inc. was organized on April 4, 2005 to enable its predecessor registrant and now its wholly-
owned subsidiary, ORBIMAGE Inc., to implement a holding company organizational structure. Effective
June 21, 2003, the Company reorganized into a holding company structure, effected by a merger
conducted pursuant to Section 251(g)-of the General Corporation Law of the State of Delaware (the
“Merger”), which provides for the formation of a holding company structure without a vote of the
stockholders of the corporation in the position of ORBIMAGE Inc.

Prior to the Merger, ORBIMAGE Holdings was a direct, wholly-owned subsidiary of ORBIMAGE
Inc., and ORBIMAGE Merger Sub Inc., a Delaware corporation (the “Merger Sub”), was a direct,
wholly-owned subsidiary of ORBIMAGE Holdings. Both ORBIMAGE Holdings and Merger Sub were
organized for the sole purpose of implementing the holding company structure. Pursuant to the Merger,
Merger Sub merged with and into ORBIMAGE Inc., with ORBIMAGE Inc. continuing as the surviving
corporation. Each issued and outstanding share of common stock of ORBIMAGE Inc. was converted into
one share of common stock of ORBIMAGE Holdings, each issued and outstanding share of common
stock of Merger Sub was converted into one share of ORBIMAGE Inc. common stock, the separate
corporate existence of Merger Sub ceased, and all of the issued and outstanding shares of ORBIMAGE
Holdings owned by ORBIMAGE Inc. were automatically canceled and retired. As a result of the Merger,
each stockholder of ORBIMAGE Inc. became a holder of the common stock of ORBIMAGE Holdings,
evidencing the same propcrtional interests, and ORBIMAGE Inc. became a direct, wholly owned
subsidiary of ORBIMAGE Holdings. Accordingly, ORBIMAGE Holdmgs became the successor registrant
of ORBIMAGE ‘In¢. for SEC reporting purposes.

In connection with the Merger, ORBIMAGE Holdings assumed ORBIMAGE Inc.’s obligations
under its stock incentive plans. In addition, ORBIMAGE Holdings assumed ORBIMAGE Inc.’s
obligations under the various warrants issued December 31, 2003, the Warrant Agreemeht dated
March 14, 2005 and the warrant certificates issued thereunder. Outstanding options and warrants to.
purchase ORBIMAGE Inc.’s common stock were automatically converted into options and warrants to
purchase an equal number of shares at the same exercise price of ORBIMAGE Holdings common stock.
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ORBIMAGE Holdings also assumed ORBIMAGE Inc.’s registration obligations under (i) the
Registration Rights Agreement, dated as of December 31, 2003, by and between ORBIMAGE Inc. and
certain holders of ORBIMAGE Inc.’s outstanding securities, relating to securities issued to such holders
pursuant to the terms of ORBIMAGE Inc.’s Plan of Reorganization and emergence from Chapter 11
bankruptcy on Décember 31, 2003 and (ii) the Registration Rights Agreement, dated as of ‘November 16,
2004, by and between ORBIMAGE Inc. and certain holders of ORBIMAGE Inc.’s common stock and’
warrants issued on March 25, 2005.

The conversion of shares of capital stock in the Merger occurred w1thout an exchange of ceruﬁcates
The provisions of the certificate of incorporation, including, without limitation, those relating to the .
authorized capital stock and the bylaws of ORBIMAGE Holdings, -are identical to those of ORBIMAGE
Inc. prior to the Merger. The directors and executive officers of ORBIMAGE Holdings are the same .
individuals who were directors_ and executive officers of ORBIMAGE Inc. immediately prior to the.
Merger. The other liabilities-of ORBIMAGE Inc., including contingent liabilities, were not assumed by
ORBIMAGE Holdings in the transaction and therefore continue to be obligations of ORBIMAGE Inc.,
and the assets of ORBIMAGE Inc. were not transferred to ORBIMAGE Holdlngs and continue to-be the
assets of ORBIMAGE Inc. o

Emergence from Chapter 11 Bankruptcy Protection

On April 5, 2002, the Predecessor Company filed a voluntary petmon for reorgamzatlon ander -
Chapter 11 in the United States Bankruptcy Court for the Eastern District of Virginia (the “Bankruptcy
Court”). The Predecessor Company had incurred losses since its inception, with an accumulated deficit of
approximately $290 million as of ‘the filing date. The Predecessor Company was in default on its senior
notes and. its ability to continue as a going concern was dependent on restructuring its senior-notes. As of
the date of the filing, the Predecessor Company’s current liabilities -exceeded its current assets by ‘
approximately $230 million. The Predecessor Company had previously announced publicly that it intended.
~ to take such action in furtherance:of its plan to reorganize and had been in negotiations with-its senior
noteholders, holders of its Series A Preferred Stock and Orbital Sciences Corporation (“Orbital
Sciences”), its majority stockholder. The Predecessor Company was permitted to engage in ordrnary
course of business transactions without prror approval of the Bankruptcy Court

:On September 15, 2003, the Predecessor Company filed its Fourth. Amended Plan of Reorgamzatlon
(the “Plan”) and Fourth Amended Disclosure Statement with the Bankruptcy ‘Court. The Plan was~
confirmed by the Bankruptcy Court on October 24, 2003. The Predecessor Company officially emerged
from bankruptcy protection effective December 31, 2003 (the “Effective Date”). On the Effective Date, -
all then-outstanding equity securities of the Predecessor Company, as well as substantially all of its pre- -
petition liabilities, were cancelled: Holders of the Predecessor Company’s old notes and the Predecessor
Company’s general unsecured creditors received $50 million in new Senior Subordinated Notes due' 2008
and 6 million shares of new common stock of the Successor Company, representing approximately -

99 percent of the then-outstanding capital stock of the Successor Company. In addition, Orbital ‘Sciences
received $2.5 million' of Senior Subordinated Notes in full satisfaction of its claims; and certain other -
parties received approximately $1.5 million of Senior Subordinated Notes in-exchange for advisory and
other services. Holders of certain debt obligations incurred during the Predecessor Comipany’s bankruptey -
period received approximately $19 million of new Senior Notes due 2008. Holders of the Predecessor
Company’s Series A Preferred Stock received' out- of-the -money warrants to purchase up to 318 947 shares
of common stock of the Successor Company.

As a general rule, all of the Predecessor. Company s contracts and leases contmued in effect in
accordance ‘with their terms, unless otherwise ordered by the Bankruptcy Court. The Bankruptcy Court

provided the Predecessor Company . with the opportunity to reject any executory contracts or unexpired .
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leases that were burdensome or assume any contracts or leases that were favorable or otherwise necessary
to its business operations. Certain executory contracts were rejected by the Predecessor Company during -
the course of the bankruptcy proceedings. :

(2) Significant Accounting Policies
Basis of Presentation

In connection with the emergence from Chapter 11, ORBIMAGE reflected the terms of its Plan of
Reorganization in its financial statements in accordance with American Inétitute of Certified Public
Accountants Statement of Position 90-7, “Financial Reporting by Entities in Reorgamzanon Under the
Bankruptey Code™ (“SOP 90-7”) with respect to financial reporting upon emergence from Chapter 11
(“Fresh-Start accounting”). Upon applying.Fresh-Start accounting, a new reporting entity (the “Successor
Company”) is deemed to be created on the Effective Date and the recorded amounts of assets and
liabilities are adjusted to reflect their estimated fair values. In the accompanying financial statements and
footnotes, references to the years ended December 31, 2003 and prior periods refer to the Predecessor
Company while the year ended December 31, 2005 and 2004 refers to the Successor Company. As a result
of the fresh-start reporting, the Successor Company’s financial statements are not comparable with the
Predecessor Company’s ﬁnanc1al statements.

As of Apnl 5,.2002, the date of the Predecessor Company s voluntary petition for, reorganization
under Chapter 11, the Predecessor Company adopted the financial reporting and accounting policies
required for companies opsrating pursuant to Chapter 11 as prescribed in SOP 90-7. Revenues, expenses,
gains and losses relating to the reorganization are reported separately in the accompanying statement of
operations for the year ended December 31, 2003. . :

" Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States requires management to make estimates and assumptions that affect the amount
reported in its financial statements and accompanying notes. Actual results could differ from these
estimates. '

Revenue Recognition

The Company’s principal source of revenue is the sale of satellite imagery to customers, value-added
resellers and distributors. Such sales often require us to provide imagery over the term of a multi-year
sales contract. Accordingly, revenues .are recognized on imagery contracts on a straight-line basis over the
delivery term of the contract. Deferred revenue represents receipts in advance of the delivery of imagery.
Revenue for other services is recognized as services are performed.

Revenue is recognized on contracts to provide image processing services using the percentage-of-
completion method of accounting. Revenue on these contracts is recognized based on costs incurred in
relation to total estimated costs. These incurred costs approximate the output of deliverables to the
Company’s customers. Revenues recognized in advance of becoming billable are recorded as unbilled
receivables. Such amounts generally do not become billable until after the products have been completed
and delivered. Total unbilled accounts receivable were $1.8 million and $0.3 million at December 31, 2005
and 2004, respectively. To the extent that estimated costs of completion are adjusted, revenue and profit
recognized from a parncular contract will be affected in the penod of the adjustment. Antlclpated contraet
losses are recognlzed as they become known.

Much .of the Company’s revenues are generated.through contracts with-the U.S. Government.
U.S. Government agencies may terminate or suspend their contracts at- any time, with or without cause, or.
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may change their policies, priorities or funding levels by reducing agency or program budgets or by
imposing budgetary constraints. If a U.S. Government agency terminates or suspends any of its contracts
with ORBIMAGE, or changes its policies, priorities, or funding levels, these actions would have a material
adverse effect on the business, financial condition and results of operatlons Imagery contracts w1th
international customers generally are not cancelable. o

For contracts consisting of multiple elements, the Company identifies these elements and considers*
whether the delivered item(s) has value to the customer on a standalone basis, whether there is objective
and reliable evidence of the fair value of the undelivered item(s) and, if the arrangement includes a
general right of return relative to the delivered item(s), delivery of performance of the undelivered item(s)
considered probable and substantially in the Company’s control. »

Allowances for doubtful accounts receivable balances are recorded when circumstances indicate that
collection is doubtful for particular accounts receivable or as a general reserve for all accounts receivable.
Management estimates such allowances based-on historical evidence such as amounts that are subject to
risk. Accounts receivable are wntten off if reasonable collection efforts are not succcssful

Stock-Based Compensation

Compensation expense for employee stock-based compensation plans is measured using the market
value as of the measurement date as prescribeéd by Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees.” Compensation expense is recognized over the restriction
period for the restricted stock grants to the employees. To the extent that the Company grants stock
options to non-employee consultants or advisors, costs aré recorded equal to the fair value of the options -
granted as of the measurement date as determined using a Black-Scholes model. :

For purposes of pro forma disclosures, the options’ estimated fair values are amortized to expense over
the options’ vesting periods. The Company’s pro forma information follows:

Predecessor
Successor Company Company
2005 2004 - 2003
Net earnings (loss):
Net earnings (loss) available to common stockholders . .. . .. $(24,255) $(24,739) $84,289
Fair value-based compensation cost, net of taxes........... (396) (9%5) —
Pro forma net eamingé (loss) available to common, | l .
stockholders ....................... Ceeeeeeeoos $(24651) $(24,834)  $84,289
Earnings (loss) per common share — basic '
Asreported . ... S $ (1.50) $ (3.80) §$ 3.34
Proforma .................. AR DU PR $ (152) $ (381) $ 334
Earnings (loss) per common share — diluted N : : v
As reported.. ... ... e i $ (1.50) $ "(3.80) $ 173
PrO FOIMMIA « + v v o ee e e e e $ (152) S (381) $ 173

Effective January 1 12006, the Company adopted SFAS No. 123(R), “Share-Based Payments and.
related Securities and Exchange Commission rules included in Staff Accounting Bulletin No. 107 on a
modified prospective basis. SFAS No. 123(R) requires stock options and other share-based payments
made to employees to be accounted for as compensation expense and recorded at fair'value, and to reflect
the related tax benefit received upon exercise ‘of the options in the ‘statement of cash flows as a financing
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activity inflow rather than an adjustment of operating activity as currently presented. The Company will
continue to use the Black-Scholes option pricing model to estimate the fair value of stock options granted
subsequent to the date of adoption of SFAS No. 123(R).

The Company’s Employee Stock Incentive Plan provides for the grant of various types of stock-based
incentive awards, including stock options, restricted stock and other stock-based grants. The types and mix
of stock-based incentive awards are evaluated on an ongoing basis and may vary based on management’s
overall strategy regarding compensation, including consideration of the impact of expensing stock option
awards on thé Company’s results of operations subsequent to the adoption of SFAS No. 123(R). Based on
current analyses and information, the Company expects that the combination of expensing stock options
upon adoption of SFAS No. 123(R) in 2006 and grants of restricted stock units will result in additional
expense, net of state income tax benefits, totaling approximately $0.4 million (or a reduction of net
earnings per share of $0.02) on a full-year basis.

Cash and Cash Equivalents

The Company considers all highly liquid investments with original maturities of three months or less
when purchased to be cash equivalents.

Concentrations of Credit Risk

Financial instruments that. potentially subject the Company to concentrations of credit risk consist
principally of operating cash in excess of FDIC insured limits and temporary cash investments.
ORBIMAGE places temporary cash investments with high credit quality financial institutions that invest
primarily in U.S. Government instruments.

Recovery of l;oﬁg-Lived Assets

The Company’s policy is to review long-lived assets for impairment whenever events or changes in
circumstances indicate that the carrying-amount of an asset may not be recoverable in accordance with
SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.” Impairment losses
are recognized when the sum of expected undiscounted net future cash flows is less than the carrying
amount of the assets. The amount of the impairment is measured as the difference between the asset’s
estimated fair value and its book value. Fair market value is determined primarily using the projected
future cash flows discounted at a rate commensurate with the risk involved.

Goodwill and Intangible Assets

As part of the Fresh-Start accounting as discussed in Note 3, the Company recorded goodwill based
on an independent enterprise valuation. This goodwill is evaluated for potential impairment annually by
comparing the fair value of the Company, based on the closing stock price at year end, to its carrying
value. If the carrying value exceeds the fair value, impairment is measured by comparing the derived fair
value of goodwill to its carrying value, and any impairment determined is recorded in the current period.
The Company performed an impairment test of its goodwill and determined that no impairment of
recorded goodwill existed at December 31, 2005 and 2004, respectively.

Intangible assets that have finite useful lives continue to be amortized over those useful lives.
Accumulated amortization expense related to-intangible assets is expected to be approximately $0.3 million
over the next five years.
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Income Taxes

‘The Company recognlzes income taxes using the asset and liability method in accordance with
SFAS No. 109, “Accounting for Income Taxes.” Under this method, deferred tax assets and liabilities are
determined based on the differences between the financial statement carrying amounts of existing assets
and liabilities and their.respective tax bases. Deferred tax assets and- liabilities are measured using enacted
tax rates expected to be applied to taxablé income in the years in which those temporary differences are
expected to reverse. The effect on deferred tax assets and.liabilities of a change-in tax rates is recognized
in income in the period that includes the enactment date. The deferred tax assets are reviewed periodically
for recoverability and valuation allowances are provided as necessary.

Derivative Instruments and Hedging Activities

In 2003, the Company used a derivative financial instrument to manage its exposure to fluctuations in
interest rates on its long-term debt. The Company does not hold or issue derivative financial instruments
for trading or speculative purposes. The Company accounts for interest rate swaps in 'accordance with
SFAS No. 133, “Accounting for Derivative Instruments and Hedgrng Activities,” as amended. Under
SFAS No. 133, all derivatives are recorded on the balance sheet as' assets or liabilities and measured at
fair value. For derivatives designated as cash flow hedges, the effective portion of the changes in fair value’
of the derivatives is recorded in other comprehensive income and subsequently recognized in earnings
when the hedged transaction occurs and the entire transaction is recognized in earnings. The ineffective
portion of cash flow hedges are recorded in current earnings. For derivatives not designated as cash flow
hedges, changes in the fair value of the derivatives are recorded in net earnings :

Satellites and Related Rtghts and Property,: Plant and Equzpment .

The Predecessor Company purchased the OrbView-2 License, the OrbView-3 satellite and the ground
system assets from Orbital Sciences pursuant to the System Procurement Agreement, discussed in Note 6
below. Amortization of the capitalized costs begins when the assets are placed in service. Capitalized costs
include the cost of any apphcable launch i insurance.

‘Depreciation and amortrzatron are prov1ded usrng the strarght -line method as follows:

Ground system assets ' T 8 years

Furniture and equlprnent - S ( 3 to 7 years

OrbView-2 - R 7' years

OrbView-3 © 5 years :

Leasehold improvements Shorter of estimated useful life or lease term

Recent Accounttng Pronouncements

In May 2005, the Financial Accounting Standards Board 1ssued SFAS No. 154, “Accountlng
Changes and Error Corrections, a repldcement of APB Opinion No. 20 and FASB Statement No. 3.”
SFAS No. 154 requires retrospective application to prior period financial statements of a voluntary change’
in accountmg principlé and is effective for periods beginning after December 15, 2005. The effect of
adoption of SFAS No. 154 will depend upon the nature of accountrng changes the Company may initiate
in future periods, if any.

On February 16, 2006, the FASB issued ‘SFAS No. 155, “Accounting for Certain Hybrid Financial
Instruments, an amendment of FASB Statements No. 133 and 140.” SFAS ‘No. 155 permits the Company
to elect to measure any hybrid financial:instrument at fair value (with changes in fair value recognized in
earnings) if the hybrid instrument contains an embedded derivative that would otherwise be required to be
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bifurcated and accounted for separately under SFAS No. 133, The election to' measure the hybrid
instrument at fair value is made on an instrument-by-instrument basis and is irreversible, The Statement is
effective for all financial instruments acquired or issued after the beginning of an entity’s first fiscal year
that-begins after September 15, 2006. We do not expect the adoptlon of SEAS No. 155 to have a material
impact on our financial position or results of operations. :

(3) Fresh- Start Accounting, Reportmg and Reorgamzatlon

The emergence from Chapter 11 resulted In a new reporting entlty and adoption of Fresh Start
accounting in accordance with SOP 90-7. The Successor Company allocated the reorganization value to its
net assets-based on their estimated fair values in accordance with SFAS No. 141, “Business
Combinations,” as of December 31, 2003, the Effective Date. Such fair values represented the Company’s
best estimates based on independent valuations. These valuations were based on a number of estimates and
assumptions which are inherently subject to significant uncertainties and contingencies beyond the
Company’s control. Immaterial differences between estimated pre-petition liabilities assumed by the .
Successor Company and the final settlement amounts were recognized as they occurred.

The Company developed a set of financial projections to facilitate the calculation of the enterprise
value of the Successor Company. The enterprise value was determined with the assistance of a third party
financial advisor using a discounted cash flow analysis.. The discounted cash flow analysis was based upon
five years projected financial results, including an assumption for terminal values using cash flow multiples,
discounted at our estimated post restructuring weighted-average cost of capital. The estimated enterprise
value of the Company on the effective date of the Plan of Reorganization (“POR™) was determined to be
approximately'$140-million to-$155 million. The Company selected the midpoint of the range, '
approximately $148 million, as the estimated enterprise value. Pursuant to SOP 90-7, the reorganization
value of the Company on the effective date of the POR was determined to be approximately $153 million,
which represented the enterprise value of $148 million plus the fair value of the current liabilities on
December 31, 2003. The reorganization equity value of $74.8 million was calculated by subtracting the
Successor Company’s debt of $73.1 million on the Effective Date from the estimated enterprise value: On
December 31, 2003- all liabilities ‘subject to compromise were settled in accordance with the POR by either
bemg dlscharged by the Bankruptcy Court or settled as ongoing obhgatlons

, As stated previously, the Company’s post-emergence ﬁnan01al statements are not comparable w1th the
Predecessor Company S pre-emergence ﬁnanc1a1 statements..

(4) NextVlew Program

‘ The U.S. Government, through the National Geospatlal Intelhgence Agency (*NGA”), announced in

March 2003 that it intended to support the continued development of the commercial satellite imagery -

industry through subsidies for the engineering, construction and launch of the next generation of imagery

satellites by two providers. This program is known as NextView. The first NextView award was made to a
ompetltor of the Company in September 2003.

‘NGA announced a request for proposals from potential second prov1ders in Apnl 2004. The NextVlew
Second Vendor program allows NGA to have two separate providers of next generation high-resolution
satellite imagery. On September 30, 2004, NGA announced that the Company had been awarded a
contract under this NextView Second Vendor program. As the winning bidder of the NextView Second
Vendor award, the Company is the prime contractor constructing a new satellite to be referred to as
GeoEye-1. The Company estimates its total. project cost (including financing and launch insurance costs)
to bring the GeoEye-1 satellite into service will be approximately $302 million. Under the NextView
contract, NGA will support the project with a cost share totaling approximately $237 million spread out
over the course of the project and subject to various milestones. As of December 31, 2005, NGA had paid
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the Company approximately $129.6 million. ORBIMAGE is deferring recognition of the cost share
amounts as revenue until GeoEye-1 is put into service and then will recognize revenue on a straight-line
basis over the imagery delivery term of the program. Total annual incurred costs of the GeoEye-1 satellite
and related ground systems incurred were: approximately $149.0 million and $48.3 million during 2005 and
2004, respectively. Approximately $30.0 million and $47.5 million of these amounts were payable to
subcontractors at December 31, 2005 and 2004, respectively.

The Company anticipates the GeoEye-1 satellite will launch and go into service in early 2007. The
Company intends to purchase launch insurance and on-orbit insurance to cover the replacement cost of the
satellite in the event of a launch failure or if on-orbit anomalies prevent the satellite from being placed
into service. The costs of such insurance cannot be determined with specificity at this time, but the
Company believes the premium will cost approximately 20 percent of the coverage amount if the insurance
market at the time such insurance is purchased is similar to the current market. Once the GeoEye-1
satellite is placed into service, the NextView award provides for NGA to purchase imagery from the
satellite through September 30, 2008. NGA will have the first right to order images from the satellite,
which the Company anticipates will utilize slightly more than half of the satellite’s imagery-taking capacity
at any given time, with the remainder available for commercial and state and foreign govemment sales by
the Company.

- The Company’s performance under the NextView Contract requites significant capital expenditures to
develop, manufacture and launch the GeoEye-1 satellite. Funding of the Company’s operations and
obligations under the NextView contract requires approximately $265 million over'a period of
approximately two and one half years. The Company is using funds for these expenditures from a
combination of (i) an issuance of $65 million of equity raised through a combination of a private offering
and a rights offering to its existing stockholders, (ii) an issuance of $155 million of additional L
indebtedness, and (iii) cash flow generated by the Company’s existing business in the amount of
approximately $45 million. ‘

The first portion of this funding was raised in a p1jivate placement to certain private investors which
closed on November 16, 2004, in which the Company issued 3.25 million shares of common stock and
warrants to purchase 3.25 million shares of common stock for a purchase price of $10 per share. At the
closing of the private placement, the Company received $32.5 million in gross proceeds. In addition, on
that date the Company issued warrants to purchase an additional 1.0 million shares to the private investors
as consideration for their commitment to backstop this rights offering. All of these warrants were exercised
in the first quarter of 2005, with the Company receiving $42.5 million of proceeds. The second portion of
this funding was raised in a rights offering that commenced in February 2005 in which the Company
issued to its existing shareholders transferable subscription rights to purchase up to an aggregate of
approximately 3.26 million investment units, each consisting of one share of our common stock and one
warrant to purchase a share of common stock at a cash exercise price.of $10.00 per share. The
subscription rights expired on March 14, 2005 and the offering was oversubscribed. The Company received
approximately $32.5 million from the rights offering on March 24, 2005. The Company raised the .
$155 miillion debt portion of the funding as part of a refinancing of the Company’s long -term debt, whlch
closed on June 29, 2005 as discussed further in Note 13 below.

(5) Space Imaging Acquisition

On September 15, 2005, ORBIMAGE Holdings and ORBIMAGE Inc. (together, “ORBIMAGE”)
entered into a definitive asset purchase agreement (the “Purchase Agreement”) to acquire the operating
assets of Space Imaging LLC (“Space Imaging”) for approximately $58.5 million less amounts to be paid.
by Space Imaging on its existing debt prior to closing as well as certain other adjustments. Pursuant to the
terms of the Purchase Agreement, ORBIMAGE entered into an Assignment of Rights and Obligations,
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dated as of January 10, 2006, with- ORBIMAGE SI Opco Inc. (“SI Opco™), a Delaware corporation and
a wholly-owned indirect subsidiary of ORBIMAGE Holdings Inc., whereby ORBIMAGE agreed to assign
all of their nghts and certain obhgatlons in, to and under the Purchase Agreement to SI Opco.

Space Imagmg was a leadlng supplier of v1sua1 information products and services derived from space
imagery, with resellers and over a dozen international affiliates and ground stations around the world
providing satellite imagery and imagery products to a wide variety of governmental and commercial
customers both in the U.S. and internationally. Space Imaging launched IKONOS, the world’s first one-
meter resolution, commercial Earth imaging satellite, on September 24, 1999. The Company made a
$6.0 million initial payment to the sellers in September 2005 and had also incurred approximately
$1.8 million of acquisition-related out-of-pocket expenditures through December 31, 2005, which are
included in other assets in the consolidated December 31, 2005 balance sheet.

On January 10, 2006, SI Opco completed the acquisition of Space Imaging pursuant to the terms of
the Purchase Agreement. The $58.5 million cash purchase price was funded with a combination of (i) the
issuance of $50 million of indebtedness under the Credit Agreement (as described below); (ii) debt ‘
repayment made by Space Imaging prior to the closing; and (iii) cash of Space Imaging acquired in the
acqulsmon

On January 10, 2006, ORBIMAGE Holdlngs, ST Opco and ORBIMAGE SI Holdco Inc. (“SI
Holdco™), an indirect wholly owned subsidiary of ORBIMAGE Holdings, entered into a Credit Agreement
(the “Credit Agreement”) with the Lenders named therein, Credit Suisse, Cayman Islands Branch, as
Administrative Agent and The Bank of New York, as Collateral Agent. The Credit Agreement provides
for SI Opco to draw down senior secured term loans of $50 million in full on the closing date with a
maturity date of July 1, 2008, at which time the principal amount of the loans will be paid in full. The
interest rate per annum applicable to loans is the Eurodollar Rate plus an applicable margin. At no time
w111 the Eurodollar Rate be less than 3.00 percent or more than 5.00 percent

SI Opco will be requ1red to prepay ‘the loans with 100 percent excess cash ﬂow of SI Holdco and its
consolidated subsidiaries, calculated on a quarterly basis. SI Opco will also be required to prepay the loans
with, subject to.certain exceptions and thresholds, 100 percent of the net proceeds of certain asset sales or
* dispositions, certain indebtedness, certain equity sales or issuances, insurance recoveries and condemnation
events. Voluntary prepayments of the loans are permitted in whole or in part, in minimum amounts and
subject to certain other limitations and penalties as set forth i in the Credit Agreement

The loans and other obligations under the Credit Agreement are guaranteed by SI Holdco Inc. and
secured by substantially all of the tangible and intangible assets (including, without limitation, intellectual
property, material owned real property and all of the capital stock of SI Opco) of each of SI Holdco and
SI Opco pursuant to a Security Agreement, dated January 10, 2006, between ST Holdeo, SI Opco and-
The Bank of New York, as Collateral Agent.

‘The Credit Agreement requires SI Holdco and SI Opco to comply with certain covenants restricting
or limiting their ability to, among other things (i) guarantee or incur indebtedness and grant liens on our.
assets; (ii) engage in mergers, acquisitions or other business combinations; (iii) sell assets; (iv) declare -
dividends or redeem or repurchase capital stock; (v) make loans or investments; (vi) restrict our ability to
pay dividends or make other shareholder distributions; (vii) enter into transactions with affiliates;

(viii) amend or otherwise alter terms of certain material agreements and certain debt; (ix) make capital
expenditures; (x) engage in sale leaseback transactions; (xi) change our fiscal reporting periods; and
(xii) agree with other creditors not to grant liens on our properties. The Credit Agreement also contains
certain customary representations and warranties, affirmative covenants and events of default including
change of control, cross-defaults to other debt and material Judgments
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- In connection with the Credit-Agreement, ORBIMAGE Holdings established a new class of preferred
stock,.par value $0.01 per share (the."Series A Preferred Stock™) pursuant to-a Certificate of Designation
filed with the Secretary of State of Delaware on January 10, 2006 (the “Certificate of Designation”),
entered into a Preferred Stock Purchase Agreement, dated as of January 10, 2006 among the
ORBIMAGE*Holdings and the Lenders under the Credit Agreement (the “Preferréd Stock Purchase
Agreement”), and issued 1,000 shares of the ‘Series ‘A Preferted Stock to the Lenders under the Credit "
Agreement pursuant to the Preféerred Stock Purchase Agreement. Each share of the-Series A Preferred
Stock will initially have a Liquidation Preference of $0.01 per share and will mature and be redeerable -
only when all' Senior Credit Obhgatlons (as defined in the Credit Agreement) have been paid in full.
Following an event ‘of default under the Credit Agreement, a majority of the Lendets under the Credit
Agreement will have the right to elect for the aggregate Liquidation Preference’ of the Series A Preferred -
Stock to increase to an amourt equal to the Senior Credif-Obligations, as defined in the Credit
Agreement. Following the date of such an election (the “Trigger Date”), dividends will accrue on the
Liquidation Preference of the Senes ‘A Preferred Stock at d rate per annum equal to 15 percent of the
Liquidation Preference; payable quarterly, which we may elect to capitalize and add to the quuldatlon
Preference of ‘the Seriés A Preferred Stock.” All paymetits or recoveries received by the Lenders under the -
Credit Agreement will feduce dollar for dollar the Liquidation Value of the Series A’ Preferred Stock, ‘and,
subject to certain limitations, payments and redemptions of Series A Preferred Stock will result in a
corresponding decrease. in the amount:of Senior Credit Obligations under the Credit Agreement. After the
Trigger Date, the quuldanon Preference of the Series A Preferred Stock w111 be redeemable at the option
of ORBIMAGE Holdmgs at a premlum to the quuldatlon Value, if redeemed between January. 10, 2008
and January 9, 2010, or at 100 percent of the Liquidation Value thereafter In addmon after the Trigger
Date ORBIMAGE Holdmgs will be required to redeem Preferred Stock with up to 75 pércent of its Free
Cash Flow semi-annually, to the extent that such-a redemptron would be permltted by the terms of its
Senior Secured Floatmg Rate Notes due 2012 and to the extent that such:Free Cash Flow was not used.to
redeem Notes as required under the Indenture. Free Cash Flow is defined to have the same meanmg as
under the Indenture. After the Trigger Date, the Series A Preferred Stock will mature on the later of
August .1, 2010, or the earliest date on which ORBIMAGE Holdings is permitted to redeem the Series A
Preferred Stock under-the Indenture governing its Senior.Secured Floating Rate Notes due 2012.

‘As addltlonaf consrderatron to the Lenders under the ‘Credit Agreement for ‘making the Loans |

théreunder, the ORBIMAGE Holdings issued to, the Lenders warrants, expiring the later of
(x) January 0, 2009 and (y) the six month anmversary of the earlier of (1) the payment in*full of all

" Senior Credit Obligations under the Credit Agreement and (ii) the redemption of all outstanding shares of
Series A Preferred Stock, to purchase 1,000 shares of Common Stock of the ORBIMAGE. Holdings for
an exercise pnce of $15 00 per share. The Warrants were issued. pursuant to a Warrant Agreement dated
as of January 10, 2006 between the: ORBIMAGE Holdmgs and The Bank of New York, as Warrant
Agent (the “Warrant Agreement ). The Warrants and the Warrant Agreement prov1de for anti-dilution
rights, subject to certain exceptions, with respect to any 1ssuances of Common. Stock below market value,
and provide for demand and “piggy-back” registration rights.

" The Series A Preferred Stock and ‘tHe Warrants were sold to institutional “accredited mvestors as
deﬁned in Regulatron ‘D under thé Securities Act of 1933, as amended (the “Act”), pursuant to an
exemptlon to the regrstratlon requlrements under the Act and were not registered under the Act, and may
not be offered or. sold in the Unlted States absent reglstratron or an apphcable exemptron from reglstratlon
requlrements C ,

VLE - i

(6) Relatlonshlp with Orbltal Scnences

o .

The Predecessor Company was initially estabhshed as a wholly-owned substdrary of. Orbrtal Scrences .
The Predecessor Company had three significant contracts with Orbital Sciences: (i) the ORBIMAGE .-
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System Procurement Agreement dated November 18, 1996, as amended . (the “System Procurement
Agreement”), (ii). the OrbView-2 License Agreement dated May 8,:1997 (the “OrbView-2 License”),
and (iii) the Amended and Restated Administrative Services Agreement datcd May 8, 1997 (the
“Administrative Services Agreement”).

Under the System Procurement Agreement, the Predecessor Company purchased (i} the OrbView-1
satellite, (ii) an exclusive license entitling the Predecessor Company to all of the economic nghts and
benefits of the OrbView-2 satellite, (iii) the OrbView-3 satellite and launch. service, (w) the OrbView-4
satellite and launch service and (v) the ground system assets used to command and control the satellites
as well as receive and process imagery. Pursuant to the System Procurement Agreement, the Predecessor
Company committed to purchase various satellites, rights and ground systems for approximately
$279.9 million, net of $31.0 million to be funded by the U.S. Air Force through a contract with Orbital
Sciences. The System Procurement Agreement originally called for the OrbView-3 satellite to be
constructed and launched before OrbView-4; however, continuing schedule delays resulted in OrbView-4
being constructed and delivered first. The OrbView-4 satellite suffered a launch failure in September 2001
and did not reach its intended orbit. On the date of the Bankruptcy Filing, $4.4 rmlhon of costs previously
incurred under the System Procurement Agreemcnt were outstandmg

On February 11 2003, the Predecessor Company signed a Settlement Agreement Wlth the Creditors’
Committee and Orbital Sciences to facilitate the Predecessor Company’s emergence from its Chapter 11
reorganization proceeding. Under the Settlement Agreement, the Predecessor Company agreed to suspend
its pending litigation with Orbital Sciences in exchange for additional working capital and other
consideration to be provided. by Orbital Sciences. The Settlement Agreement provided for mutual releases .
of all claims among the parties, including the Predecessor Company and a significant majority of its;
bondholders and preferred stockholders, Orbital Sciences, and certain officers/directors of Orbital.
Sciences. The releases became effective upon launch of the OrbView-3 satellite by Orbital Sciences and
payment by Orbital Sciences of $2.5 million to the Predecessor Company (the “Orbital Sciences
Payment”). In exchange, Orbital Sciences received new notes that were equal to the Orbital Sciences
Payment and ranked pari passu with the new notes to be issued to the Predecessor Company’s pre-
bankruptcy unsecured creditors. As part of the Settlement Agreement, if OrbView-3 was not launched by
April 30, 2003 or on-orbit check out was not successfully completed by July 31, 2003, Orbital Sciences
would pay the Predecessor Company delay penalties. Orbital Sciences also agreed to eliminate the
$4.4 million obligation discussed above and further agreed to defer.a $1.5 million on-orbit milestone
payment due Orbital Sciences until May 7, 2005, the one-year anniversary of the date of acceptance by
ORBIMAGE of the OrbView-3 system. In addition, the maximum amount of the annual post-launch on-
orbit payments to Orbital Sciences was reduced from $2.25 million.to $1.125 million on each of the first
five anniversaries of the acceptance by ORBIMAGE of the OrbView-3 system, for a total maximum
obligation of $6.375 million. The Predecessor Company obtained formal approval of the Settlement
Agreement from the Bankruptcy Court on February 19, 2003.

Because the OrbView-3 launch did not occur by April 30, 2003, the terms of the Settlement
Agreement required that Orbital Sciences pay the Predecessor Company daily launch delay penalties of
$16,430 beginning May 1, 2003 until Launch had occurred. Furthermore, because the Predecessor
Company did not accept the OrbView-3 System as provided in the System Procurement Agreement by
July 31, 2003, Orbital Sciences was required to pay the Predecessor Company daily checkout delay
penalties of $16,430 until October 2003 when it was mutually agreed that Orbital Sciences had made all
commercially reasonable efforts to achieve on-orbit verification. Orbital Sciences paid the Predecessor
Company delay penalties of approximately $2.3 million during the year ended December 31, 2003.

Under the OrbView-2 License Agreement, Orbital Sciences has granted an exclusive worldwide
license to ORBIMAGE to use and sell OrbView-2 imagery. Pursuant to the terms of the OrbView-2
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License Agreement, Orbital Sciences assigned to ORBIMAGE all amounts that are due or become due to
Orbital Sciences under a contract Orbital Sciences had with NASA to deliver OrbView-2 imagery, and
ORBIMAGE has solé responsibility for operating and controlling the OrbView-2 satellite. This contract
expires on March 31, 2007. - :

Under the Administrative Services Agreement, the Predecessor Company paid Orbital Sciences for
office space and other administrative services, as well as certain direct and indirect operating services
provided by Orbital Sciences. The Administrative Services Agreement was terminated on March 31, 2002.
As part of the Settlement Agreement, the Predecessor Company and Orbital Sciences executed a sublease
agreement which permitted the Company to continue subleasing its current office space from Orbital
Sciences through April 2005, at which point the' Company secured a lease for thls space dlrectly with the
building’s owner.

(7) Loss on Sal_e of Satellite License

In 1998, the Predecessor Company entered into an agreement with MDA, then a Canadian subsidiary
of Orbital Sciences, under which the Predecessor Company acquired the exclusive worldwide distribution
rights for the RadarSat-2 satellite imagery (the “RadarSat-2 License”). Under the RadarSat-2 License,
MDA would own and operate the RadarSat-2 satellite, and would provide operations, data reception,
processing, archiving and distribution services to the Predecessor Company. The Company’s acquisition of
the RadarSat-2 License was to cost $60 million, of which $30 million was paid in 1999, The RadarSat-2
License Agreement was terminated on February 9, 2001 and replaced with a new RadarSat-2 Territorial
License agreement (the “RadarSat-2 Territorial License™), pursuant to which MDA granted to the
Predecessor Company an exclusive territorial license to distribute and sell RadarSat-2 imagery in North
America (except Canada) for $40 million. The $30 million of payments previously remitted to MDA
under the original RadarSat-2 License agreement were applied to the $40 million license fee under the
RadarSat-2 Territorial License. The License required the Predecessor Company to pay the remaining
$10 million license fee obligation in 2002. The Predecessor Company did not pay the remaining
$10 million obligation because of numerous program delays and began to pursue litigation against MDA
related to the RadarSat-2 Territorial License, seeking, among other things, rescission of the RadarSat-2
License and the return of the $30 million that the Predecessor Company paid to MDA. The Predecessor
Company entered into a settlement agreement with MDA dated September 12, 2003 whereby-the
RadarSat-2 Territorial License Agreement was returned to MDA for $12 million. MDA paid $10 million
in October 2003 to the Predecessor Company and $1 million in October 2004 and $1 million in October
2005. The Predecessor Company recorded a loss on the sale of the RadarSat-2 Temtonal License of
518 2 million in 2003.

(8) Comprehensive Income (Loss)

| For the years ended Deéember 31, 2005, 2004 and 2003, there were no material differences between
net earnings (loss) as reported and comprehensive income (loss).
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(9) Earnings (Loss) :Per Common Share '

_ The computations of ba51c and drluted loss per common share were as follows for the years ended
December 31, 2005 2004, and 2003 (in thousands, except share data):

. -Predecessor
o Successor Company Company

C 2005 ' 2004 2003

Numerator for basic and diluted earnings (loss) per
common share:

Net carnings (loss) avaﬂable to common stockholders $ (24,255) $ (24,739) § 84,289

Denommator for ba‘.lc and dlluted earnings (loss)
per 'common share:
Average number of common shares outstandmg for ’ ‘
“-basic COmpPUtations. . .w ..o vh e 16,213,446 6,513,231 ~ 25,214,000
Average number of common shares assuming ‘
" conversion of Series A 12% cumulative convertible

preferred StOCK .. n/a n/a 23,389,664
Average number of common shares outstanding for ‘

diluted computat1cns .......................... 16,213,446 6,513,231 48,603,664
Earnings (loss)’ per common share — basic ....... 0§ (1.50) $ (3.80) § 3.34

‘Earnings (loss) per ‘common share—dlluted(a) ..... % (1.50) § o (3.80) . § 1.73

(a) Al warrants, nonvested restrict'e‘d stock and emplo'yee and stock options of the Successor Company
are antidilutive because the Successor Company incurred a net loss for the years ended December 31,
2005 and 2004. All warrants and employee stock options of the Predecessor Company are antidilutive
since such warrants and options had exercise prices in excess of the average market value of the
Predecessor.Company’s common stock. -

T

s k

(10) Property, Plant and E(iuipnrenl

Property, plant and equipment consisted of the following at December 31, 2005 and 2004 (in
thousands):

- - 2005 2004
Land :..... b e i, J e $ 213 $ 213
Ground system assets .:............. e R 36,543 - 19,289
Furniture and equipment ... ... ... e e s . 2,604 1,968
Leasehold improvements:. .. ................. e P 1,167 544
Accumulated deprecmtlon and amoruzatlon. R (7,265) (3,751)
Total ........ EERRRREE FEET R P J $33,262  $18,263

Depreciation and amortization expense was $3.8 million, $3.8 million, and $1.1 million for the years
ended December 31, 2005, 2004 and 2003, respectively.

During the second quarter of 2005, the Company paid to Orbital Sciences $1.5 million for an on-orbit
milestone payment due on the OrbView-3 system. The Company is also responsible under the Settlement
Agreement to make annual post-launch on-orbit payments to Orbital Sciences of up to $1.275 million,
payable on each of the first five anniversaries of the acceptance by the Company of the OrbView-3
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system, for a total maximum obligation of $6.375 million. During the second-quarter of 2005, the
Company paid Orbital Sciences the maximum annual obhgatlon payment of $1.275 million. Management
believes that, based upon the' performance of the OrbView-3 system to date, it is likely that the Company
will pay the remaining on-orbit payment obligation. ‘Accordingly, the Company capitalized the net present’
value of the remaining obligations and will depreciate them over the remaining design life of the OrbView-
3 system. The Company also established a liability for the net present value of the remaining obligation to
Orbital Sciences and will reduce the liability as payments are made.

(11)  Satellites and Related Rights ' "
Satellites and related rights consisted of the followmg at Deccmber 31 2005 and 2004 (in thousands)'

' 2005 ' 2004
In service: . L i o o ‘
< OrbView-2 License .., .........0 ... ... P J $. 3,054 $ 3,054
OrbView-3 Satellite . .. ... . i i e e, 93,958 . 86,468
Accumulated depreciation and amortization.......... ... 0. 0 00 (37,514) 0 (18,142)
N o | 59,498 71,380
Satellites in process ............... e S 182,331 45,260
- Total ........ [T e e eeeeo. 8241829 $116,640

During the first quarter of 2004, the OrbView-3 system became: fully operational. The total capitalized
cost of the OrbView-3 system is being depreciated over its five-year design life. Total satellite depreciation
and amortization expense was $19.4 million, $21.9. rmlhon and $2.3 million for the years ended
December 31, 2005 2004 and 2003, respectlvely
(12) Income Taxes, i R ' )

The Company recorded no income tax expense for the years ended Decernber 31 2005, 2004 and
2003 as a result of tax operating losses incurred in those years. The differences between the tax provision
(benefit) calculated at the statutory Federal income tax rate and the .actual tax provision (benefit) for .
each of those years are as follows:

Predecessor

Successor Company Company
e 2005 2004 2003

U.S. Federal tax at statutory rate -............. e $(8,247) $(8,411) $24,833
State income taxes, Net .. ......ovviueneennn.n. e (1,059) - (1,041) - 3,068
Adjustment of deferred tax liabilities ... .. e e 8219 1 — —
Valuation allowance....... e e 1,399 9,452 (27,901)
Other........ e R SR 0 (312) 0 — L
Total tax provision ... $ — & — 5§ —
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The primary components of federal deferred tax assets and liabilities were as follows (in thousands):

‘ 2005 2004
Deferred tax assets related to: ‘ _ .
~ Net operating loss carryforward .......................... RRP $ 73,698 $ 60,318
Property, plant and equipment . ...... e e — 7,125
» NextView satellite ........................ e P 49,528 —
Other.......... e R 561 606
Deferred tax assets......... T e P 123,787 - 68,049
Less: valuation allowance .. ... S (69,192)  (67,961)
Net deferred tax assets ............ L B, ‘.’ ........ 54,595 88
Deferred tax liabilitics related to: :
Property, plant and equipment ........ e . {4,900)
NextView satellite .......... e R P © (49,528) —
Amortization.. ... ... ... e . S L (167) (88)
Net deferred tax assets ................. e e $ — $ —

The decrease in valuation allowance is principally the result of the utilization of net operating loss
carryforwards for the discharge of the Predecessor Company debt. We believe it is more likely than not
that our existing deferred tax assets will not be realized. As of December 31, 2005, we had net operating
loss carryforwards totaling approx1rnate1y $193 million which expire beginning in 2021. Such net operating
loss carryforwards are sub]ect to certain limitations and other restrictions.

(13) Long-Term Debt
.‘Long -term debt consisted of the following as December 31, 2005 and 2004 (in thousands):

E Maturity Date 2005 2004
Senior Secured Floating Rate Notes . ................. CJuly 1,202 $250,000 $§ @ —
Senior Subordinated Notes ... ... ... ... ... ... ..... June 30, 2008 — 62,774
Senior NS oo June 30, 2008 — 22,244
Total ...ooovieeiii T IR $250,000  $85,018

Prior to-the Bankruptcy filing, the Predecessor Company had approximately $225 million of senior
notes outstanding. Interest on the senior notes accrued at an annual rate of 11.625 percent and was
payable semi-annually in arrears on March 1 and September 1. These senior notes were to mature on
March 1, 2005. In accordance with SOP 90-7, interest expense was not recorded during the Chapter 11
period because it was considered probable that a claim for payment of interest would not be allowed. If
the Predecessor Company had recorded interest expense during the Chapter 11 period, interest expense for
the year ended December 31, 2003 would have increased by approximately $28.0 million. In conjunction
with the issuance of the senior notes, the Predecessor Company incurred debt financing costs which had
been deferred and were being amortized over the term of the senior notes. Such amortization was reported
as a component of interest expense. As a result of the Chapter 11 filing, the Predecessor Company ceased
amortizing these costs and wrote them off.

In June 2003, the Prc:decessor Company purchased insurance coverage for the combined risk of
launch, satellite checkout and on-orbit satellite operations with respect to OrbView-3. The Predecessor
Company paid approximately $14.8 million to purchase insurance coverage of $51 million on behalf of the
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senior note holders. Certain of the members of the informal committee of holders of the senior notes

" loaned the Predecessor Company the funds necessary to purchase the insurance coverage (the “Insurance
Loan”). The Predecessor Company also borrowed funds required to pay a 20 percent commitment fee to
the Insurance Loan lenders for securing the loan. The total amount borrowed under the Insurance Loan
was approximately $17.8 million. Interest accrued on the Insurance Loan at an annual rate of

13.625 percent and was added to the principal balance. The Predecessor Company recognized interest
expense on the insurance loan of approximately $1.3 million during the year ended December 31, 2003.

On the Effective Date of the Company’s emergence from bankruptcy protection, holders of the
Predecessor Company’s senior notes and the Predecessor Company’s qualified general unsecured creditors
received $50 million of the Successor Company’s new Senior Subordinated Notes.-In addition, Orbital
Sciences received $2.5 million of Senior Subordinated Notes in full satisfaction of its claims, and certain
other parties received approximately $1.5 million of Senior Subordinated Notes in exchange for advisory
and other services. Each holder. of the Predecessor Company’s Insurance Loan received, in full satisfaction
of its Insurance Loan claim, its pro rata share of the Successor Company’s new Senior Notes totaling
approximately $19:1 million. The Senior Notes and the Senior Subordinated Notes both matured on
June 30, 2008 and could be prepaid in full at any time without penalty.

At September 30, 2004 the Company had received consents from the holders of its Senior Notes and
Senior Subordinated Notes that permitted the Company to use up to $45 million of its cash flow from
existing operations toward project costs for the GeoEye-1 satellite. The consenting holders who held notes
on the record date of July 29, 2004 received a consent fee in additional notes equal to 200 basis points on
the principal amount of the notes to which-the holders’ consents relate. The Company modified certain
provisions of its indenture governing its Senior Subordinated Notes and the note and security agreement
covering its Senior Notes to allow the Company to perform its obligations under the NextView contract.

Both the Senior Notes and the Senior Subordinated Notes accrued interest at an annual rate of
13.625 percent, payable only in kind, on a semiannual basis through December 31, 2004. Total interest
expense paid in kind was $10.4 million for the year ended December 31, 2004, Effective January 1, 2005,
interest became payable in cash on a semiannual basis at an annual rate of 11.625 percent, with such
payments to commence June 30, 2005. The Company had total indebtedness of $85.0 million at
December 31, 2004, which consisted of $22.2 million of Senior Notes and $62.8 million of Senior
Subordinated Notes. ‘

On March 31, 2005, the Company repaid the Senior Notes out of existing cash received pursuant to
the exercise of warrants by certain investors during the first quarter of 2005. The Company recorded a loss
of $0.6 million on the early extinguishment of this debt, which represented a prepayment penalty payable
in accordance with the terms of the associated Senior Notes indenture agreement. o

On Juryle‘ 29, 2005, ORBIMAGE Holdlngs Inc. 1,s,sucd $250 million aggregate principal amount of
Senior Secured Floating Rate Notes due 2012 (the “Notes”). The Notes were offered in a private

placement to certain qualified institutional buyers pursuant to Rule 144A under the Securities Act of 1933.

The purpose of the offering was to contribute the proceeds to the capltal of its wholly-owned subsidiary,
ORBIMAGE Inc to be used for construction costs for the GeoEye-1 satellite, to mandatorily redeem all
of thc,outstandmg Senior Subordinated Notes of ORBIMAGE Inc. that were to mature in 2008 and for
general working capital purposes. In connection with this issuance, on June 29, 2005, ORBIMAGE
Holdings entered into a Security Agreement with The Bank of New York (“BONY”), as Collateral
Agent, pursuant to which ORBIMAGE Holdings granted a first priority lien on and security interest in
substantially all of the assets of ORBIMAGE Holdings. ORBIMAGE Inc. was.prohibited from issuing a
guarantee of the Notes at the date of issuance due to restrictions in the 1ndcnture governing its Senior .
Subordinated Notes. :
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The Notes were issued at a discount of two percent of total principal; consequently, ORBIMAGE
Holdings received $245 million of cash proceeds at closing. Concurrently with the .closing of the offering,
ORBIMAGE Holdings entered into an escrow agreement with BONY as Trustee and Escrow Agent
whereby ORBIMAGE Holdings deposited $126.9 million into an escrow account, to remain until such
time as ORBIMAGE Inc. could issue a guarantee of the Notes. Approximately $8.9 million was used to -
pay certain transaction-related expenses. The remalnlng $109.5 million was contributed by ORBIMAGE
Holdings to the capital of ORBIMAGE Inc. As a result of this «capital contnbutron on June 30, 2005,
ORBIMAGE Inc. had “Unrestrlcted Cash” as defiried in the indenture’ govermng its existing Senior -
Subordinated Notes in an amount sufﬂcrent to require ORBIMAGE Inc. to redeem the Senior
Subordinated Notes pursuant to the mandatory redemption provisions of that mdenture ORBIMAGE Inc.
redeemed the Senior Subordinated Notes on July 6, 2005. Upon redemption of the Senior Subordinated
Notes, ORBIMAGE Inc. provided its guarantee of the Notes, and the escrow was released to
ORBIMAGE Holdings on July 11, 2005. The Company recorded a loss of approximately $2.1 million
relating to the early extinguishment of the Senior Subordinated Notes during 2005. Of this loss,
approximately $1.2 million represented the write-off of the unamertized portion of consent fee payments
paid in 2004 to the noteholders to allow the Company to use its:cash flows from existing operations toward
project costs for the GeoEye-1 satellite, and $0.9 million represented payments to an executive officer for
reﬁnancmg the Senior Notes and Senior Subordinated Notes prior to their matunty in 2008 under the
terms of an employment agreement entered into in October 2003.

The Notes bear interest at a rate per annum, reset semi-annually, equal to the greater of six-month
LIBOR or three percent, plus a margin of 9.5 percent. ORBIMAGE Holdings entered into an interest rate
swap arrangement in June 2005 pursuant to which it has fixed its effective interest rate under the Notes at
13.75 percent through July 1, 2008, The fair value of this cash flow hedge is approximately $2.3 million
and has been recorded in other assets in the consolidated balance sheet at- December 31, 2005 and in
unrealized-gain on derivative instrument in the consolidated statement of operations for the year ended
December 31, 2005. Under the instruments governing the Notes, the Company is prohibited from paying
dividends until the principal amount of the Notes has been repaid.

The Company is a holding company and does not have any independent assets or operations other
than its ownership in all of the capital stock of ORBIMAGE Iiic., the subsidiary guarantor of the Notes.
In 2005, all of the Company’s operations were conducted through its wholly-owned subsidiary, o
ORBIMAGE Inc. ORBIMAGE Inc.’s guarantee of the Notes is full and inconditional, and all other:
subsidiaries of the Company other thain ORBIMAGE Inc. are considered minor. There are no significant
restrictions -on the ability: of ORBIMAGE Holdings to obtain funds from ORBIMAGE Inc. by dividend or
loan. There are also no significant restrictions on the ability of ORBIMAGE Inc. to obtain funds from
ORBIMAGE Holdings by dividend or loan.

Expenses associated with the issuance of the Notes were capitalized during 2005 and are ‘amortized
over the term of the Notes using the effective interest rate method. As of December 31 2005 total
unamortized prepaid. ﬁnanclng costs were $18.3 million. . ‘ -

Each of the Company s long- term debt agreements contamed covenants requmng "the Company to
maintain an on- orblt insurance policy on OrbView-3 prior to the launch of GeoEye 1 (the “Continuing
Insurance”) for a coverage amount equal to the lesser of the book’ value of the satéllite or the maximum
amount available to be underwritten in the insurance market. ORBIMAGE pard approximately
$2.1 million and $1. 5 m11110n in 2005 and 2004, respectrvely, to procure the Contlnulng Insurance

On June 29, 2005 ORBIMAGE Holdings entered into‘a Registration Rights Agreement under Wthh
ORBIMAGE Holdings wes to file a registration statement within 180 days after the issuance-date of the
Notes, enabling holders to exchange the notes for publicly registered notes with substantially identical ..
terms. As of December 31, 2005, the.Company had not filed a registration statement. The failure to
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comply with the obligations under this agreement resulted in the Company paying additional interest on
the Notes at an annual rate of 1 percent, effective December 27, 2005. The Registration Rights are " -.-
“clearly and closely” related to-the Notes. Per SFAS No. 133, “Accounting for Derivative Instruments ..
and Hedging Activities,” as amended, the Reglstratlon nghts are not consrdered embedded derivatives and
will not be accounted for as such. ’

ORBIMAGE capltahzed interest costs assoc1ated with the debt incurred for the construction of the
GeoEye-1 satellite and related ground segment and system beglnmng in the third quarter of 2005.. The
capitalized interest is recorded as part of the historical cost of the assets to which it relates and will be
amortized over the assets’ useful lives when placed 1nto serv1ce Capltahzed mterest totaled approximately
$5.8 million at December 31, 2005, ) .

(14) Leases = . :‘ " o o

Total rental expense under operating leases was $1.0 million, $0 8 mllhon and $0.7 nnlhon for the
years ended December 31, 2005, 2004, and2003. Aggregate ‘minimum rental commitments under non-
cancelable operating leases (pnmanly for ofﬁce space and equlpment) as of December 31 2005 were as
follows (in thousands) - :

2006 o\ $1,071
2007 e e 1,090
2008 e 1,113
2000 .. e 1,007
2000 . e 945
Thereafter .o e e e e e e e e e 1,471

$6,697

(15) Employee Benefit Plan

The Company’s employees partlclpate in the Orb1ta1 Imaging Corporatlon Retlrement Savmgs Plan,
as amended, a defined contribution plan (the “Retirement Plan”) in accordance with Section 401(k) of
the Internal Revenue code of 1986, as amended. The Company’s contributions to the Retirement Plan are .
made based on certain plan provisions-and at the discretion of the Board of Directors. The annual:
contribution expense was $0.4 million; $0.3 million and $0.2 million for the years.ended December.31,.
2005, 2004, and 2003, respectively. - . ‘ . » : :

(16) Capital Stock

Under the POR as confirmed by the Bankruptcy Court, all of- the Predecessor Company s existing .
preferred stock, common stock and any options and warrants outstanding were cancelled as of the -
Effective Date. The capital stock of the Successor Company consists of 25,000,000 authorized shares of
new common stock. Holders of the Predecessor Company senior notes and the general unsecured creditors_
received a pro-rata distribution of 6, 000,000 shares of the Successor Company common stock on the
Effective Date. Outstanding preferred stock was cancelled as of the Effective Date. Holders of the
Series A preferred stock were issued a pro-rata share of warrants to purchase up to 318,947 shares of new
common stock at $28.22 per share on the Effective Date. Thesé warrants expire on December 31, 2007.
The fair value of the warrants were $1.26 and $4.73 per share using the Black-Scholes options pricing.
model at December 31, 2005 and 2004, respectively. This model utilizes certain information, such as the
interest rate on a risk-free security maturing generally. at the same time as the warrant being valued, and
requires certain assumptions, such as the expected amount of time a warrant will be outstanding until it is
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exercised or it expires, to calculate the fair value per share of warrants issued. The assumptions used to
determine the value of the warrants at December 31, 2005 and 2004 were as follows:

) ) ) _ 2005 2004
Volatility ... e 623% 47.3%
Dividend yield. . ... o 0.0% 0.0%
Risk-free interest rate ..................... . e e 4.4% 3.6%
Expected average life.................. e e e . ‘2'years 4 years
Exercise price per warrant. . ... S A ©$28.22 $28.22

On November 16, 2004, the Company issued 3.25 million shares of common stock and warrants to
purchase 3.25 million shares of common stock for a purchase price of $10 per share in a private placement
to certain private investors. At the closing of the private placement, the Company received $32.5 million in
gross proceeds. In addition, on that date the Company issued warrants-to purchase an additional
1.0 million shares to the private investors as consideration for their commitment to backstop this rights
offering. All of these warrants were exercised in the first quarter of 2005, with the Company receiving
$42.5 million of proceeds. In February 2005, the Company. issued to its existing shareholders transferable
subscription rights to purchase up to an aggregate of approximately 3.26 mllllon investment units, each
consisting of one share of the Company’s common stock and one warrant to purchase a share of common
stock at a cash exercise price of $10.00 per share. The subscription rights explred on March 14, 2005. The
Company received approximately $32.5 million from the rights offering.

(17) Stock Incentive Plans

On December 31, 2003, ORBIMAGE adopted the Employee Stock Incentive Plan (the “Stock -
Plan”), under which stock options, restricted stock and other stock-based awards may be granted to
employees, officers, directors, consultants or advisors. As of December 31, 2003, the Company authorized .
826,364 shares and made them available for grant under the Stock Plan. On December 31, 2003,
ORBIMAGE issued 275,454 shares of restricted stock. These shares vest in three tranches as follows:
45,909 shares on June 30, 2004, 137,727 shares on January, 3, 2005 and 91,818 shares on January 3, 2006.
The fair market value of the restricted stock was valued at the reorgamzatlon equity value of ORBIMAGE
on the Effective Date divided by the number of common shares issued to the creditors upon
reorganization. ORBIMAGE issued 156,424 shares in a restricted stock grant to employees on July. 1,
2004. The restricted shares will vest entirely between December 31, 2004 and December 31, 2008.

During 2004, ORBIMAGE granted stock options that generally will Vest in annual 1ncrements of
20 percent commencing December 31, 2004. The options have a grant -date fair value calculated by the
Company between $5.28 and $11.27 per option using the Black-Scholes: opnons pricing model. This model
utilizes certain information, such as the interest rate on a nsk—free security maturing generally at the same
time as the expected life of the option being valued, and requires certain assumpt1ons such as the
expected amount of time the option will be outstanding until it is exerc1sed or it expires, to calculate the
fair value per share of options issued. The assumptlons used to deterrrune ‘the value of the optlons at the
date of grant were as follows: - o R : :

Volatility ... ... S, . P FERU I 62:5%

Dividend yield . ................ L 0.0%
Risk-free interest rate ... .. P P e o 37%-3.9%
Expected average life ...........ooneriniiii i e e ... .6.24-6.33 years
Weighted average exercise price per optlon ............... S SR T AR . . $6.50-$18.25
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The:following table details the stock option activity during 2004 and 2005:
SR : Weighted

., ) Average Outstanding
Number of Option Price Exercise and

) ‘ Shares Per Share Price Exercisable
Outstanding at December 31,2003 .......... — — —
Granted. .. ... e 317,559  6.50-18.25 7.33
Cancelled or expired .................... . (687) 650 - 650 ., |
Outstanding at December 31,2004 . ......... 316,872 6.50-18.25 -7.33 59,059
Exercised........................ SERRERTE 9,199y 6.50 6.50
‘Cancelled or expired . ... .. R ST . (12,339) 6.50 . 6.50 _
Outstanding at December 31 2005 e .'295,338 . $6.50-18.25 ©  $7.36 111,415’

Through the Predecessor Company’s stock option plan, as amended (the “Prior Stock Plan”) the
Predecessor Company could issue to its employees, Orbital Sciences’ employees, consultants or advisors
incentive or non-qualified optlons to purchase shares of the Predecessor Company s common stock. The
Pnor Stock Plan was termmated on the Effectwe Date and all optlons 1ssued were cancelled

(18) Information on Industry Segments, and Majo_r Customers .

ORBIMAGE operated as a single segment for the years ended December 31, 2005 and 2004. The
Predecessor Company operated as a single segment for the year ended December 31,-2003. *

Total domestic and foreign sales for the years ended December 31 2005 2004 and 2003 were as
follows (in thousands)

Predécessor
Successor Company Company
. ! . S 2005 - 2004 2003
Domestic............. PP ST S $25392  $16,567  $3,525
Foreign ........... TR S PR 15310 13453 5,694

Total oo oo ...... ....... S $0700 $31020 $9,219 -

In March 2004, the Company was awarded a contract to supply NGA w1th imagery and value-added
products from the OrbView-3 satellite. The total value of the contract is $27.5 million over two years of
which apprommately $10.5 million and $12 million represent minimum’ commitments to purchase 1magery
_ in years one and two, respect1vely “The contract also provides for NGA to reimburse up to approximately
$5.0 million for infrastructure costs the Company incurred and will incur to provide the required imagery.
In June 2004, ORBIMAGE received an additional task order to provide $6 4 million of production
services to NGA under the program during the first two years of the contract. The Company recognized
reventes of $23.2 million and $11.8 mllhon for the years ended December 3l 2005 and 2004, respectively,
related to this contract.

ORBIMAGE recognized revenue related to contracts with the U.S. Government, its largest customer,
of $24.7 million and $15.9 million for the years ended December 31, 2005 and 2004, representing
61 percent and 51 percent of total revenues, respectively. The Predecessor Company recogmzed revenue
related to contracts with the U.S. Government of $2.7 mllhon, or 29 percent, of total revenues recognized
during 2003. :
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During 2004, ORBIMAGE commenced revenue recognition from contracts to supply OrbView-3
imagery to its regional distributors in Asia. These contracts provide for guaranteed annual minimum
imagery purchases totaling approximately $13.0 million for terms ranging from one to four years excluding
option periods. ORBIMAGE recognized revenue during 2005 of $5.0 million, $3.6 million and $2.8 million
associated with sales to-its three largest international customers, which represents 12 percent, 9 percent
and 7 percent of total revenues recognized, respectively. During 2004, ORBIMAGE recognized revenue of
$3.8 million, $3.2 million and $4.5 million to-the same customers, which represents 12 percent, 10 percent
and 14 percent, respectively, of total revenues recognized. : .

(19) Summary of Quarterly Information (Unaudited). - .
IEER o . . . '2005 Quarters s
First - . Second - * Third . * . Fourth

‘ (In thousands, except share data)
REVENUES . . v e et et e $ 8,659 $ 8501 $11,197 $12,345
Gross profit (10) .. ............... P L (41) ©(757) 1512 2072
Net loss. ......... B (5,522)  (6816) (6:840)  (5077)
Loss per diluted share.......... i (043). (0.3‘9) (0. 40) - (0.28)
‘ B o ' : A ‘ ‘ 2004 Quarters
First Second  Third Fourth
o L ) oo (In thousands, except share data)
REVENUES . o it e o e eereeenos $20100 $9749 8,891  $10,370
Gross.profit (loss) ......... .. ... e . (4,566) - <376 . (157) - 1,613 .
¢ Netloss...i.ovioan, P, i oo (8,389) 0 (4428) . (6,140) (5,782)
Loss per diluted share(a) B PR SR (1.32) - (0:70) :(0.9%5) (0.74) .

(a) For 2004, the sum of each quarter’s loss per diluted share does not equal earnings per diluted share
reported for the full year due to the effect of the issuance of 3.4 million shares in the fourth quarter *.
of 2004.

Vot
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

“

None.

Item 9A. Coﬁtrols and Prog:édures ’

Dlsclosure Controls and Procedures :

Dlsclosure controls dand procedures are the Company s controls and other procedures that are designed
to ensure that information required to be disclosed by the Company in the reports that the Company files
or submits under-the Exchange ‘Act is recorded, processed, summarized, and reported, within the time
periods specified in the Securities and Exchange Commission’s rules and forms. Disclosure:controls and
procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by the Company in the reports that we file under the Exchange Act is
accumulated and communicated to its management, including its principal executive officer, principal
financial officer and principal accountmg officer, as appropriate to allow timely decisions regarding
requlred disclosure.

Under the supervision and with the participation of the Company’s management, including its
principal executive officer, principal financial officer and principal accounting officer, the Company has
evaluated the effectiveness of the design and operation of its disclosure controls and procedures as of the
end of the period covered by this annual report. Based on its evaluation, the Company’s principal executive
officer, principal financial officer and principal accounting officer have concluded that these controls and
procedures were effectlve

There have been no changes in the Company’s internal control over financial reporting dunng the
fiscal quarter to which this report relates that have materially affected, or are reasonably likely to
materially affect, the Company’s internal contro!l over financial reporting. Subsequent to December 31,
2005, the'Company adopted.additional accounting policies and internal controls to address the issues raised
by the restatement of previously issued financial statements for the quarters ended June 30, 2005 and
September 30, 2005. '

Management’s Report on Internal Control Over Financial Reporting - o : s

The management of ORBIMAGE Holdings Inc. is responsible for establishing and maintaining
adequate internal control over financial reporting as defined in Rules 13a-15(f) under the Securities
Exchange Act of 1934.

Our internal contrel over financial reporting is a process designed by, or under the supervision of, the
Company’s principal executive, financial and accounting officers; and, effected by our Board of Directors,
management and other personnel, to provide reasonable assurance regarding the reliability of financial
" reporting and .the preparation of financial statements for external purposes in accordance with accounting
principles generally accepted in the United States of America. Our internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of our assets; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that our receipts and expenditures are being
made only in accordance with authorizations of management and board of directors of the Company; and,
(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use,
or disposition of our assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Therefore, even those systems determined to be effective can provide only reasonable
assurance with respect to financial statement preparation and presentation. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies and procedures may
deteriorate.

Management assessed the effectiveness of the Company’s internal control over financial reporting as
of December 31, 2005. In making this assessment, management used the criteria set forth in Internal
Control — Integrated Framework, issued by the Committee of Sponsoring Organizations (COSO) of the .
Treadway Commission. In March 2006, management concluded that its designation of certain derivatives
contracts as hedges was not adequately documented at the inception of the related contracts. Therefore,
the derivative contracts did not qualify for hedge accounting treatment under GAAP. Accordingly, we
restated our consolidated financial statements for the quarters ended June .30 and September 30, 2005 to
account for the derivative contracts as non-hedging derivatives.

Management evaluated the impact of this restatement on the Company’s assessment of its internal
controls over financial reporting. Management has concluded that the controls in place relating to the
accounting for non-routine and non-systematic transactions were not properly designed to provide
reasonable assurance that these transactions would be properly recorded and disclosed in the financial
statements in accordance with accounting principles generally accepted in the United States of America;
and that this represents a material weakness in our internal control over financial reporting as of
December 31, 2005. As a result of the assessment performed and the material weakness noted,-
management has concluded that the Company’s internal control over financial reporting was not effective
as of December 31, 2005. Further, we have determined that these control deficiencies existed with respect
to certain aspects of our historical financial reporting and, accordingly, we have concluded that our prior
disclosures regarding the sufficiency of our disclosure controls may not have been correct.

BDO Seidman, LLP, the independent registered public accounting firm who also audited our
consolidated financial statements, has issued an attestation report on management’s assessment of the
effectiveness of internal centrol over financial reporting as of December 31, 2005, which is filed herewith.

/s/_MATTHEW M. O'CONNELL
- Matthew M. O’Connell,
President, Chief Executive Officer and Director

/s/ HENRY E. DUBOIS

Henry E. Dubois,
Executive Vice President and, Chief Financial Off' icer
{ Principal Financial Officer)

/s/ TONY A. ANZILOTTI

Tony A. Anzilotti,
Vice President Finance and Corporate Controller
© {Principal Accounting Officer)
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Item 9B. Other Informatzon

None
i . ’ ‘ - ~PART III

Item 10. . Directors and Executive Officers of the Registrant.
Directors of ORBIMAGE ‘ IS Co : L

The féﬂéwing table lists our difectors as of March 23, 2006."

James A Abrahamson ...... S 72 Chairman of the Board, Director’ .
Matthew M. O’Connell . . ... e 53  President, Chief Executlve Ofﬁcer and Dlrector '
Joseph M. Ahearn ................. 51 Director : )
Talton Ry Embry........... PR 59 : Director

Lawrence A. Hough .. .... P 6] Director

John W. Pitts .......... .o0.l...... 56 ° Director

‘William W. Sprague.. .. .. ... ... 48 Director .

James M. Simon, Jr. . ... e 58  Director

Each director serves from the date of his eléction or appointment’ to the Board until the next annual
meeting of shareholders and until his successor is duly elected and quahﬁed ' -
General (Ret.) James A. Abrahamson
Director (Chairman) - ‘

General Abrahamson has been a member of the board since Abpril 1998 General Abrahamson | ',
currently serves as Chairman and Chief Executive Officer of StratCorn, LLC and Sky Sentry LLC. From
1992 to 1995, he served as Chairman of Oracle Corporation. He served as Executive Vice President for
Corporate Development for Hughes Aircraft Company from October 1989 to April 1992 and President of
the Transportation Sector for Hughes Aircraft Company from April 1992 to September 1992. General
Abrahamson directed the Strategic Defense Initiative from April 1984 until he retired from the Air Force
in January 1989 at-the rank of Lieutenant General. He also directed the development of the F-16 Multi-
National Fighter and served as NASA Associate Administrator for Space Flight, managing NASA’s space
shuttle from its first flight through ten safe and successful missions.

Gen. Abrahamson is Chairman of the Nominating and Governance Committee.

Matthew M. O’ Coﬁnell '
CEOQ, President and Director

Matthew O Connell is the Chlef Executive Officer and President of ORBIMAGE and he also serves
on the board of directors since 2001. Mr. O’Connell served as Acting CEO of our Predecessor Company
from October 2001 to December 31, 2003, after which he assumed his current position with ORBIMAGE.
Prior to joining our Predecessor Company, Mr. O’Connell was a Managing Director at Crest Advisors, a
New. York based private investment bank that invested in and advised middle-market companies,
especially in the media and communications industries. Mr. O’Connell has over twenty years of experience
in communications management and finance. Prior to joining Crest, Mr. O’Connell was Senior Vice
President, Legal and Business Affairs for Sony Worldwide Networks, a division of Sony Corporation
specializing in radio and Internet programming. Before working at Sony, he served as Senior Vice
President and General Counsel of Osborn Communications Corporation, a publicly traded radio and
television station operator. Prior to his tenure at Osborn, Mr. O’Connell was the Assistant General Counsel
at Cablevision Systems Corporation, where he was responsible for acquisitions and finance, including the
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company’s initial public offering. Mr. O’Connell began his career as a lawyer on Wall Street, specializing
in mergers and acquisitions and corporate finance. Mr. O’Connell earned his Juris Doctor in Law from the
University of V.irginia and a BA from Trinity College, where he was elected to Phi Beta Kappa.

Joseph M Ahearn
Director .. FE I - e

Joseph M Ahearn, director since December 2003, is a Senior Vice Pre51dent of M&F Worldw1de
Corp., New York. He has also served as President and CEO of Toy Biz Inc., Managing Director of Tot '
Funding, Inc., and as a Partner of GDL Management, Inc. Mr. Ahearn also serves as director of LaRoche
Industries and Hedstrom Corporation. Mr. Ahearn was a member of the firm of Touche Ross & Co. from
1981 to 1987 and Arthur Andersen & Co. from 1976 to 1980.

Mr. Ahearn serves as Chairman of the Audit Committee.

Talton R. Embry |
Dlrector » ) ‘ . ‘

Talton R. Embry; a director since December 2003, has been Chairman of Magten Asset-Management
Corp. since 1978. Mr. Embry was chairman of the Official Committee of Unsecured Creditors in our
bankruptcy proceeding from April 2002 until July 2003. Mr. Embry is a director of First Union Real
Estate Equity and Mortgage Investments 'and National Patent Developmerit. He was formerly co-chairman
and a-director of Revco Drug Stores (now CVS Corp). He has been a director of Anacomp, BDK
Holdings: Capsure Holdings (now ‘CNA Surety), Combined" Broadcastmg, Salant, Texscan, Thermadyne,
Varco International, and Westpoint Stevens.

Mr. Embry is a member of the Audit Committee and the Compensaﬁon Committee.
Lawrence A Hough o
Director - e

Lawrence A. Hough, a director since December 2003, is Chairman of Stuart Mill ‘Capital, Inc.
Mr Hough previously served as Co-chairman and Chief Executive Officer of SatoTravel, President and
Chief Executive Officer of Sallie Mae, Chief Financial Officer of Hufcor and served in the United States
Navy as a Lieutenant. Mr, Hough is also a director of SynXis Corporation, Versura, Inc., Community
Foundations of America and a trustee of the Levine School of Music and the Shakespeare Theatre. .

Mr. Hough is a member of the Audit Committee and the Nominating and Governance Committee.

John W. Pitts
Director

John W. Pitts, a director since December 2003, presently serves as President and Managing Member
of JWPITTS LLC. Previously he held the position of Corporate Director of Schwartz Electro-Optics, Inc,
President and Chief Executive Officer of Reflectone, Inc., President and General Manager of Systems
Research Laboratories, Inc. and Senior Vice President, Calspan-SRL Corporation.

Mr. Pitts serves as Chairman of the Compensation Committee.

James M. Simon, Jr:
Director

James M. Simon, Jr. became a director November 10, 2005. Following a distinguished career with
the Central Intelligence Agency (CIA), Mr. Simon now serves as the founding Director of the Microsoft
Institute for Advanced Technology in Governments located in Reston, Va. A career CIA officer,

Mr. Simon was appointed by President Clinton and confirmed by the Senate in 1999 as the.first Assistant
Director of Central. Intelligence for Administration, a position he held -until retirement in 2003. As deputy
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to the Deputy Director of Central Intelligence for:Community Management, he was responsible for setting.
policy for and overseeing the budgets of the 14 -agencies that comprise the Intelligence Community. After
September 11th, he was designated as the senior intelligence official for homeland security establishing
and chairing the Homeland Security Intelligence Council. Currently Mr. Simon is the founding Director of
the Microsoft Institute for Advanced Technology in Governments. Mr. Simon’s most recent position before
joining Microsoft was as President and CEQ of a consulting and services firm, IntelligenceEnterprises,
LLC. Mr. Simon was commissioned in the U.S. Army in 1969 and retired from active reserve in 1997.

His educat10nal background includes a B. A from The Un1vers1ty of Alabama and an M A. from the
University 'of Southern Cahforma

William W. Sprague "~
Director

William Sprague has been a member of the Board since 1997. Mr. Sprague is a Managing Director at
Sanders Morris Harris, where he manages the investment banking division. Mr. Sprague was the founder
and President of Crest Communications Holdings LLC, and its affiliate, Crest Advisors LLC, a private
investment bank that invested in and advised middle-market companies, especially in the media and
communications industries. Crest Communications Holdings LLC held Series A Preferred Stock in our
Predecessor Company and received warrants as, parts of our restructuring, which- it sold. From 1989.t0. . -
1996, Mr. Sprague served in various positions at Smith Barney, Inc., including as a Managing Director and
head of the Media and Telecommunications Group, as co-head of the Mergers and Acquisitions Group
and as a senior member of Smith Barney Inc.’s high yield group. From 1985 to 1989, Mr. Sprague was a
Vice President at Kidder Peabody & Co. Incorporated.in the High Yield/Merchant Banking Group.

Audit Committee Financial Expert

The Board has determined that the Chairman of the Audit Committee, Mr. Ahearn, qualifies as an
“audit committee financial expert” as defined in rules adopted by the SEC. The Board has also
determined that Mr. Ahearn, and the other members of the Audit Commlttee are independent of
management, as requlred by the rules of the SEC :

Executlve Officers who are not Dlrectors

The followmg table lists our executive ofﬁcers who are not Dlrectors as of March 23 2006.

Name' . { ' @ o B Position *

William Schuster ............... “... 54 Chief Operating Officer . »

Henry E. Dubois.......... e 44  Executive Vice President and Chief Fmancxal
Officer

Timothy J. Puckorius ............... 45 Senior Vice President, International Sales

Tony A. Anzilotti ..... e e ~ 44 Vice President, Finance and Corporate

‘ S Controller . .

Lee Demitry ...t 52 Vice President, Satellite Engineering. and

' S ; Operations

Alex J.Fox ............. e 44 . Vice President, Products and Solutlons

Ray Helmering, Ph.D. .............. 67  Vice President, Photogrammetric Engineering

Bradley Peterson . .................. 46 Vice President, IKONOS Operations

William L. Warren .. ............... 40  Vice President, General Counsel and Secretary

William Schuster
Chief Operating Ofﬁccr

- William Schuster Jomcd us in his current position in December 2004 Prior to joining ORBIMAGE,
Mr. Schuster most recently served as President of Integrated Systems for BAE Systems. Prior to BAE,
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Mr. Schuster served at Harris Corporation as Vice President of Programs within the Government
Communications System Division and was Vice President of the Space Applications Operation at Loral
Space and Range Systems. Prior to that, Mr. Schuster was with the Central Intelligence Agency where he
spent nearly twenty-two vears. Mr. Schuster has a BSEE from the Polytechmc Institute of Brooklyn and
has completed numerous graduate level management courses and programs, including the Penn State
Executive Management l’rogram and the Mabhler Advanced Management Skrlls Program.

Henry E. Dubors
Execut1ve Vice President and Chief Frnanc1al Ofﬁcer

. Henry E. Dubois became an Executwe Vrce President and the Chref F1nan01al Officer of the
Company on January 3, 2006. Mr. Dubois has held senior management positions helping companies grow .
businesses in technology based industries both within the US and internationally. Most recently, he advised
ORBIMAGE on strategic and financial issues and has been advising two start-ups. Mr. Dubois has also
served as president, COO and CFO at DigitalGlobe, Inc., another satellite imagery company. Prior to
DigitalGlobe, Mr. . Dubois lived and worked abroad, primarily in Asia, where he was CEO and CFO of an
Indonesian Telecom company based in Jakarta and also served.as Sr. Vice. President of Planning and
Development for.another large Asian conglomerate. In addition, Mr. Dubois was a strategy.and operational
consultant with Booz, Allen and Hamilton and served in various financial functions with Exxon
Corporation. Mr. Dubois ‘holds a Masters of Management degree from Northwestern University’s JL
Kellogg School of Management with concentrations in Finance, Marketmg and Accounting and a Bachelor
of Arts degree in Mathematics from the College of Holy Cross ‘

Timothy J. Puckorius
Senior Vice President, International Sales

Timothy J. Puckorius joined us in his current position in December 2001. Prior to joining the
Predecessor. Company, Mr. Puckorius was Senior Vice President for WorldSpace Corporation, a global
provider. of digital satellite radio and multrmedra, and held similar international marketing positions with
Space Imagrng Inc., Earth Observation Satellite Company (“EOSAT”), and EarthSat Corporation.

Mr. Puckorius has lived in. France, Belgrum and Saudi Arabia and his academic background includes
advanced degrees from The George- Washington Unrversuy (Washmgton DC) and The American
University in Paris (France). Mr. Puckorius serves on numerous 1ndustry-re1ated Boards and Advisory
Committees including the International Council of The George Washington Unrversrty s Elliott School of
International Affairs.

Tony A. Anzilotti . 5
Vice President, Finance and Corporate Controller -

Tony-Anzilotti joined the Predecessor Company in June 2000 as Corporate Controller and was
promoted to his current position in February 2003. Prior to joining ORBIMAGE, he worked for over
10 years with Lockheed Martin Corporation at its Corporate Headquarters in Bethesda, MD, in a number
of progressively responsible positions in its accounting organization. Mr. Anzilotti received his Bachelor of
Science degree in Commerce with a concentration in accounting from the University of Virginia and is a -
Certified Public Accountant.

Lee Demltry
Vice President — Satellite Engmeenng and Operat1ons

Lee Demrtry joined our Predecessor Company in late 1995. Pnor to Jommg ORBIMAGE
Mr. Demitry was Director of Special Programs at Orbital Sciences. Prior to working at Orbital Sciences,
Mr. Demitry served as Colonel (select) in the Air Force for 20-years and has managed several satellite
projects, includiiig projects for the U.S. space program at the Department of Defense. Mr. Demitry holds
an MS in Asttonautical Engineering from MIT, an MBA in Business Management from Golden Gate
University, and a BS in Electrical Engineering from the United States Air Force Academy.
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Alex J. Fox S A
Vice"-President — Products & Solutions =

Alex F ox Jorned our Predecessor Company in 1997 and has over twenty years expenence developlng
and deploylng geospatral and intelligence solutions for both commercial and government clients. Pnor to .
joining ORBIMAGE, Mr. Fox was .employed by Orbxtal Sciences as Engineering Manager and was the
Co-founder of the Transportation Managements Systems (TMS) group. Prior to Orbital Scrences
Mr. Fox was Senior Project Manager with Fairchild Space and Defense which was acquired by Orbital
Sciences. Mr. Fox received an M.S. in Computer Science from John Hopkins University. and a; B S in |
Information and Computer Screnee from the Georgla Inst1tute of Technology '

‘Bradley Peterson '
Vrce Presrdent IKONOS Operatrons

Bradley Peterson joined the Company as Vrce Presrdent IKONOS in January 2006 after. the L
acquisition of Space Imaging. Prior to joining ORBIMAGE, Mr. Peterson was employed by.Space .
Imaging since 1995. While there, he oversaw-the payload procurement for IKONOS .and was the mission .
director for 'the calibration and’ commissioning of- IKONOS. After the start of commercial operations,

M. Peterson took over IKONOS Production ‘engineering and operations..Prior to joining Space Imaging, -
he worked at:the Hughes Santa.Barbara. Research Center for' 15 years as a senior system engineer in .
payload systems development for Landsat, GOES/GMS weather satellites, NASA TRMM mission, and .
planetary probes such as Mars Observer. Mr. Peterson received both:his. M.S. and B.S in Electrical - -
Engineering from the University of California at Santa Barbara.

o

William L. Warren ,
Vice President, General Counsel and Secretary ... ., . .

-

Williarh Warren became ‘the Vice Pres1dent ‘General Counsel and Secretary in January 2004. Prior to
joining ORBIMAGE Mr Warren' pract1ced law in the Northern V1rg1n1a and' Washmgton D.C. offices of
Latham & Watkins LLP, an international law firm; for sevéral” years. Prior’to joining Latham & Watkins,
Mr. Warrén was an associaté in'the New York office of Baker & Botts, L.L.P. Mr/ Warren received his
Juris Doctor, with honors, from theé Umversrty of Texas at Austm He 1s admrtted to practrce in Vrrgrma
New York and the Drstnct of Columbra v

Item 11. Executive Compensation.

The information required by this item is incorporated by reference to the section of ORBIMAGE
Holding’s definitive Proxy Statement for its 2006 Annual Meeting of Stockhoiders entitled “Executive *-
Compensation,” “Security Ownership of Certain Beneficial Owners and Management”. “Compliance with
Section 16(a) of the Exchange Act”, “Drrector Remuneratlon » “Employment Arrangements and’ Change
of. Control Agreements” and “Compensatron Committee Report on Executive Compensation.”™ :
Item: 12 Security 0wnershtp of Certam Benef cml 0wners and Management and Related Stockholder

Matters. , : -

The Information required by this item is incorporated by reference to the section of Company’s
definitive Proxy Statement for its 2006 Annual Meeting of Stockholders ent1tled “Security Ownership of
Certain Beneficial Owners and Management and “Equity Tncentlve Plans )

Item’ 13 Certam Relatlonsths and Related T ransacttons

The Informatron required by thrs item s 1ncorporated by reference to the sectlon of the Company’s,
deﬁnltrve Proxy Statement for:its 2006 Annual Meeting of Stockholders entitled “/Certain Transactions.
with Management and Others.” - _ ) B o o -
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Item 14. Principal Accountant Fees and Services.

The information required by this item is incorporated by reference to the section of Company’s
definitive Proxy Statement for its 2006 Annual Meeting:of Stockholders entitled “Independent Reglstered
Public Accounting Firm’s Fees.”

Item 15. Exhibits and Financial Statement Schedules
(a) (1) List of financial statements filed as part of the Form 10-K.

The following financial statements of ORBIMAGE Holdings Inc. are included in Item 8 of this -
Annual Report on Form 10-K at the page numbers referenced below:

Page
Report of Independent Remstered Pubhc Accounting Firm on Internal Control over Financial
REPOTtIN g . L. 40
Report of Independent Registered Public Accounting Firm .......... e e 42
Consolidated Statements of Operations — Years Ended December 31, 2005, 2004 and 2003 ..... .43
Consolidated Balance Sheets — December 31, 2005and 2004 ... ... ... . o o ool 44
Consolidated Statements of Cash Flows — Years Ended December 31, 2005, 2004'and 2003 .. .. ... 45
Consolidated Statements of Stockholders’ Equlty — Years Ended December 31, 2003, 2004, and
2003 L 46
Notes to Consolidated Financial Statements ............ ... ...t AU e 47

(2) List of financial statement schedules filed as part of this Form 10-K.

All schedules have been’omitted because they are not applicable, not required, or the information has
been otherwise supplied in the financial statements or notes to the financial statements.:
(3) Exhibits: o :
 Exhibit No. L . Description
3L1 Rule 13a-14(a) Certification of Matthew M. O’Connell
31.2 Rule 13a-14(a) Certification of Henry E. Dubois
313 Rule 13a-14(a) Certification of Tony A. Anzilotti

321 Certification Pursuant to 18 U.S.C. Section 1350 of Matthew M. O’Connell
322 Certification Pursuant to 18 U.S.C. Section 1350 of Henry E. Dubois

323 Certification Pursuant to 18 U.S.C. Section 1350 of Tony A. Anzilotti
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has dulycaused this report to be signed on its behalf by the undersigned thereunto duly
authorized. ‘ ‘

ORBIMAGE HOLDINGS INC.

By: /s/ MATTHEW M. O’CONNELL
- Matthew M. O’Connell,

_President, Chief Executive Officer and Director
March 31, 2006 . ;

Pursuant to the requirements of the Securities Exchange Act of 1934, this report- has been signed by
the following persons on 'bc;half of the registrant and in capacities indicated on March 31, 2006.

1

. Signatore - . Title

/s/ JAMES A; ABRAHAMSON Chairman of the Board
James A. Abrahamson

/s! - MATTHEW M. O’CONNELL President, Chief Executive Officer and Director

Matthew M. O’Connell (Principal Executive Officer)
/s/ HeNRrRY E. DUBOIS Executive Vice President and Chief Financial Officer
Henry E. Dubois ‘ (Principal Financial Officer)
/s/ ToNY A. ANZILOTTI Vice President Finance and Corporate Controller
Tony A. Anzilotti " (Principal Accounting Officer)

/s/ _JosePH M.AHEARN Director
Joseph M. Ahedrn ' '

/s/ TALTON R. EMBRY Director

Talton R. Embry

/s/ LAWRENCE A. HouGgH Director

Lawrence A. Hough

/s/ JoHN W. PITTS " Director

John W. Pitts

/s/  JaMEs M. SiMoON, JR. Director

James M. Simon, Jr.

/s/  WILLIAM W. SPRAGUE ‘ . Director -

" William W. Sprague
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